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PROGRAM OF THE FORTY-SIXTH ANNUAL MEETING 
Wepnespay, December 27, 1933 


10:00 Rounp CONFERENCES 


1. The History of Recovery 
Chairman: Herbert Heaton, University of Minnesota 
Discussion: Willard L. Thorp, United States Department of Commerce; 
Harold A. Innis, University of Toronto; Walton Newbold, London, Eng- 
land; D. B. Copland, University of Melbourne 
2. Public "Utilities in the Depression 
Chairman: Martin G. Glaeser, University of Wisconsin 
Discussion: E. W. Morehouse, Wisconsin Public Service Commission; L. R. 
Nash, Stone and Webster Engineering Corporation, New York City; 
Julian S. Duncan, St. John’s College; R. H. Montgomery, University of 
Texas; Paul J. Raver, Northwestern University; Marcus C. Whitman, 
University of Alabama 
3. Imperfect Competition (Joint session with Econometric Society) 
Chairman: Joseph A. Schumpeter, Harvard University 
Discussion: Irving Fisher, Yale University; E. H. Chamberlin, Harvard 
University; Theodore C. Yntema, University of Chicago; William Jaffé, 
Northwestern University 
2:30 p.m. First Session 
Chairman: Emory R. Johnson, University of Pennsylvania 
General Topic: The Transportation Problem 
Papers: H. G. Moulton, Brookings Institution; W. J. Cunningham, Harvard 
University 
Discussion: J. W. Barriger, III, Railroad Division, Reconstruction Finance 
Corporation; Julius H. Parmelee, Bureau of Railway Economics; D. 
Philip Locklin, University of Illinois; G. Lloyd Wilson, University of 
Pennsylvania 
5:00 p.m. Meetrne or THE Executive CoMMITTEE 
8:00 p.m. Seconp Session (Joint session with the American Sociological Society, 
the American Political Science Association, and the American Statis- 
tical Association) 
Chairman: Roland Morris, Former Ambassador to Japan 
Presidential Addresses: E. B. Reuter, American Sociological Society ;? Isidor 
Loeb, American Political Science Association;? Abbott Payson Usher, 
Vice-President, American Economic Association® 


Tuvurspay, December 28, 1933 


9:00 a.m. Bustness Meretine (Reports of Officers and Committees, etc.) 
10:00 m. Rounp Taste CONFERENCES 
. Marketing under Recovery Legislation (Joint session with the American 
Farm Economic Association and the National Association of Teachers of 
Marketing and Advertising) 
Chairman: Roland S. Vaile, University of Minnesota 
Discussion: George Filipetti, University of Minnesota; Fred E. Clark, 
Northwestern University 
2. Economics of the Recovery Act 
Chairman: Joseph H. Willits, University of Pennsylvania 
Discussion: John Dickinson, Assistant Secretary of Commerce; Frank A. 
Fetter, Princeton University; Otto Nathan, Princeton University; Alex- 
ander Sachs, National Recovery Administration; H. Parker Willis, 
Columbia University 
3. Measurement of Unemployment (Joint meeting with the American Statisti- 
cal Association) 
Chairman: Meredith H. Givens, Social Science Research Council 
Papers: Ewan Clague, Philadelphia School of Social Work; Corrington 
Gill, Federal Emergency Relief Administration; J. Douglas Brown, 
Princeton University 


‘To be published by the American Sociological Society. 
‘To be published by the American Political Science Association. 
*To be published in the American Economic Review, 


Discussion : Bryce M. one art, Industrial Relations Counselors, Inc.; Wal- 
ton H. Hamilton, Yale University; Alvin H. Hansen, University of 
Minnesota 

10:00 a.ws. MEETING oF THE COMMITTEE ON RESEARCH 
2:30 p.m. THirp Session 
Chairman: Abbott Payson Usher, Harvard University 
General Topic: Banking and Monetary Legislation 
Papers: E. W. Kemmerer, Princeton University; H. Parker Willis, Columbia 
University ; Georg F. Warren, Cornell University 
Discussion: Wi illia L, Steiner, Brooklyn College; Leonard L. Watkins, Uni- 
versity of Michig William O. Weyforth, Johns Hopkins University 
8:00 p.m. Fourrn Session (Joint session with the American Farm Economic Asso- 
ciation )* 
Chairman: Frank A. Fetter, Princeton University 
General Topic: The Rehabilitation of Agriculture 
Papers: Hon. Henry Wallace, Secretary of Agriculture; B. H. Hibbard, 
University of Wisconsin 
Discussion: I. G. Davis, Connecticut Agricultural College; Frank D. Gra- 
ham, Princeton University 


Frmay, December 29, 1933 
9:00 a.m. Bustness Meetinc (Election of Officers, etc.) 
10:00 a.m. Session 
Chairman: Franklin S. Edmonds, Philadelphia, Pennsylvania 
General Topic: Problems of Public Finance in the Depression 
Papers: Fred R. Fairchild, Yale University; Herbert D. Simpson, North- 
western University 
Discussion: F. P. Weaver, Pennsylvania State College; James W. Martin, 
University of Kentucky; Harley L. Lutz, Princeton University; Jens P. 
Jensen, Universitv of Kansas 
00 mw. MEETING or THE Executive COMMITTEE 
:30 p.m. Stxtu Session (Joint session with the American Association for Labor 
Legislation) 
Chairman: A. H. Williams, University of Pennsylvania 
General Topic: Unemployment and Public Works 
Papers: Sumner H. Slichter, Harvard University; Henry Matson Waite, 


Deputy Administrator, Federal Emergency Administration of Public 
Works® 
Discussion: Richard M. Neustadt, Pennsylvania State Employment Office; 


Isador Lubin, Commissioner, Bureau of Labor Statistics; William Loucks, 
University of Pennsylvania;* Edward Berman, University of Illinois* 


*To be published by American Farm Economic Association. 
*To be published by American Association for Labor Legislation. 
*No manuscript received 
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HE purpose of the American Economic Asso- 
according to its charter, is the encour- 
agement of economic research, the issue of publica- 
tions on economic subjects, and the encouragement 
of perfect freedom of economic discussion. The Asso- 
ciation as such will take no partisan attitude, nor will 
it commit its members to any position on practical 
economic questions. It is the organ of no party, sect, 
or institution. Persons of all shades of economic 
opinion are found among its members, and widely dif- 
ferent issues are given a hearing in its annual meet- 
ings and through its publications. The Association, 
therefore, assumes no responsibility for the opinions 
expressed by those who participate in its meetings. 
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ROUND TABLE CONFERENCES 
THE HISTORY OF RECOVERY 


Hersert Heaton, Chairman 


Hersert Heaton.—Recovery is one of the commonest of economic ex- 
periences. In the United States alone during the last 123 years there have 
been 1614 recoveries, if we count 1933 as a quarter. Unless we are Bourbons 
we should therefore know how to recover by now, and it should have been 
easy for some economic historian to have written an account of the process 
in a book which would surely have been a best-seller. The fact that no such 
book has appeared is a measure of the lack of historical investigation on the 
subject. Wesley Mitchell has written a little on the phenomena of recovery, 
but, in general, emergence from the trough of depression is the “forgotten 
man’ of business cycle studies. We usually are content to say, “Then came 
recovery,” just as we say, “Then came the war,” “the dawn,” or ‘the In- 
dustrial Revolution.” The topic therefore seems worthy of consideration by a 
round table of economic historians. Perhaps as a result of this meeting re- 
search may be begun which will be of value to those who have to face the next 
depression. 

The questions waiting to be answered are legion. How has recovery hap- 
pened in the past? Is there sufficient similarity between the many periods to 
allow us to make generalizations, or is each recovery unique? What are the first 
signs, and what are the initial stimuli which start the upward movement? 
It is a curious coincidence that many of the machine-smashing outbursts of 
the first half of last century came just when recovery was getting under 
way; if the coincidence holds today, an uprising of the embattled farmers 
of the Middle West may mean the dawn of better times, and the farmers 
should have been encouraged to rise in 1930. How far do accidental forces 
play a part, and what has been the effect of low interest rates, expansion of 
activity in the construction industries, war, new inventions or commodities, 
gold discoveries, etc.? What, if anything, have governments contributed, by 
repairing weak spots in the economic fabric, by correcting defects, or by 
directly stimulating revival? Has their action been helpful, or must we agree 
with the British economist who declared recently that the business cycle de- 
cided, in its infinite wisdom, that the time was ripe in the summer of 1932 
for an upward movement, and since that time has persisted in going up 
“despite the fat-headedness of the German government, the pig-headedness 
of the British government, and the feather-headedness of the American gov- 
ernment’’? The answer to these and other questions calls for detailed and la - 
borious research, in the United States and in other countries. Just as develop- 
ments in one country may lead to crisis and depression in another, recovery 
in one land may react favorably on other places. For that reason the discus- 
sion will be opened up by speakers from North America, England, and 
Australia. 

Witiarp L, Tuorr.—There is no phase of the business cycle more difficult 
of definition and determination than recovery. Take as an illustration the 
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history of the nineties. When did recovery come in the United States? The 
record shows that yw point in the autumn of 1893 seemed to be followed 
by recovery. But the improvement came to an end in the last half of 1895, 
and industry returned to the depths by early 1897. Immediately thereafter, 
revival was very rapid for six months, but prosperity was not reached, and 
there followed a full year of little change. The final drive which brought in- 
dustry back to prosperity came in the last months of 1898. Here was a 
period lasting five and a half years between the depth of the depression and 
the return of prosperity. There were upward movements and recessions. The 
final period of advance of the indexes was broken in the middle for about a 
year. How should we define the recovery phase of this particular cycle? 

Periods of recession are sharp, and usually, though not always, clearly de- 
fined by spectacular events. Prosperity and depression are continuing periods 
of little change, se terminals are fixed by the phase of recession and 
recovery. But recovery is an erratic process, seldom accompanied by any 
extraordinary events to provide an easy basis of demarcation. The problem 
is further complicated by the fact that recovery often appears in certain in- 
dustries and in ce 1s much more quickly than elsewhere. The various 
indexes show much | onformity in the upturn than in the downward swing. 
That this is true, within a single type of observation, has already been 
demonstrated in 1 of wholesale prices by Professor Mills in The 
Behavior of Prices. 

At no point is tl etter evidence of the staggered manner in which 
revivals come about n in the world pattern of business conditions. Ordi- 
narily the downward turt points in the world pattern are fairly clear and 
exact. With the ex n of the recession of 1929, most countries have par- 
ticipated in recessions in the past with a remarkable degree of simultaneity, 
but the records of 1 11 have been quite different. Reviewing the history 
of the seventeen countries studied in Business Annals, the following facts 
appear: 

Recovery in the ties was recorded in seven countries in 1895, but two 
countries began their very in 1898, 1894, 1896, and 1897. Two countries 
did not join in this 

Recovery after 0 peak was even more scattered. In 1900, two coun- 
tries; 1901, three; | three; 1908, four; 1904, three; and two not par- 
ticipating. 

Recovery after | showed the greatest uniformity to date, except the 
revival suddenly c1 by the War. In 1908, two countries reported revival; 
in 1909, twelve; in 1] one; and in 1911, two. 

Recovery after .gain quite scattered: Two countries in 1921; 
1922, five; 1923, four; 1924, two; 1925, one; and three not covered. 

The record is cl nt that recovery, from a world point of view, is 
seldom uniform in nong the various nations. 

I trust you will : rard it as presumptuous of me to discuss briefly 
the present world nder this general heading of recovery. I realize 


full well that one never talk scientifically about recovery until the px 
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tient is actually well. Nevertheless there has been a good deal of recent com- 
ment concerning improvement in economic conditions throughout the world. 

The Bureau of Foreign and Domestic Commerce, through its foreign serv- 
ice and its Regional Information Division in Washington, is preparing a 
report on economic conditions throughout the world, to be published early 
in 1934. Preliminary indications are that there are many encouraging signs 
now evident but I suspect that already more emphasis has been placed upon 
these reports than they deserve. The upward swings are still young. It must 
be remembered that there is no way of determining the permanence of the 
improvement. Furthermore, the advance is often from a very low level of 
activity. However, considering about forty countries on which detailed reports 
have come to my attention, seventeen clearly indicate that they may be ex- 
periencing recovery. In eleven cases this upward movement began in 1933. 
Many other countries show some indications of being on the same path, but 
I have only included those instances where there are considerable data to 
support the claim that recovery is present. Whether this fraction of seventeen 
out of forty calls for cheers or tears is a matter of individual interpretation, 
and doubtless you will desire further data. I hope that it will be supplied by 
the Bureau of Foreign and Domestic Commerce in the near future. 

I know that the Chairman is eager for me to go back into history and re- 
cite the causes which have brought about recovery in this country in the past. 
As you all know, there are a number of conventional explanations which 
have grown up in our business history. It may be that more careful research 
will gradually support or reject these explanations. Thus we are told that 
in 1897 the recovery was the result of a most successful agricultural year in 
the United States with corresponding failure in Europe. In 1909 a marked 
optimism in financial circles swung commercial and economic activity into 
line. In 1922, the shortage of durable goods, particularly automobiles and 
buildings, brought about the revival. 

I am certain that our researches into statistics can do much better than 
that in providing us with more complete explanations. There is one particular 
aspect of the problem which I should like to emphasize, and that is the part 
played in the past by the underlying secular trend. It seems fairly obvious 
that in a country where long-run development and expansion are taking place 
rapidly, the setbacks of the business cycle will be quickly overcome by the 
forces which are responsible for the underlying trend. To be sure, if one 
removes the trend from the various series, it may be possible to create rather 
severe statistical depressions; but they will not appear in indexes of em- 
ployment or of production, where a new record high may be statistically 
below the trend. 

In looking towards our own future, may I suggest that the problem of 
business cycles is made much more threatening by the fact that our trends 
of growth appear to be flattening out. In part this is due to the decreasing 
rates of increase of population, and in part to the disappearance of the 
frontier. Without a pronounced pull of the trend, we may find depressions 
tending to increase in length. It may well be that because of the change in 
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secular trend, which we have often discarded in our analysis, the records 
of recovery in the future will be quite different from the processes which 
history recorded in the years prior to the War. 

Watron Newso.ip.—In this paper I propose to discuss the way in which, 
actively or passively, nations have climbed out of the major depressions of 
the past. 

First, let me say, that I do not see any adequate evidence for the existence 
of anything that can accurately be described as the business cycle. Like 
the rock strata at the bottom of the ocean or beneath a glacier the economic 
structure may respond to a certain rhythm but the idea seems to depend on 
things neither seen nor to be seen, and is, therefore, something in which 
subjectively you may have faith but in which objectively you have no basis 
satisfactory to the scientist. What may be called by some people, for con- 
venience and despite all the distortions which it suffers by reason of the 
impact of factors which are not strictly economic, the business cycle, has been 
affected much and often by politics. By politics I do not mean so much 
those internal and expressive of the conflicts of parties, but rather those 


arising from international relations and reflecting the antagonisms of phi- 
losophies and programs of economic and social organization. 

This present depr 1, which you have experienced only over the com- 
paratively short period of four years and which has afflicted Britain for thir- 
teen years, seems to me to be comparable less with those to which you have 
been led to give the nan the business cycle” than with the two great 
Amsterdam crises of 1763 and 1772-73, the post-war distresses from 1814 
to 1847 and the long drawn out depression that ensued upon the European 


and American wars of the sixties. These resulted from exhaustion caused 
by heavy drains on money and such man-power as was then involved in 
trade and its more or less interdependent economies of manufacture and 
food production. 


Wars inject into th mic and, particularly, into the financial systems 
vast claims on weal t yet created and the amount of which in forms 
capable of being m 1 over from the enjoyment of debtor to creditor is 
generally most inaccu y estimated. Till such state levies on income— 


past, present, and fut can be worked out of the system or reduced 
again to managemen ortions there can be no lasting recovery or, as I 
should prefer to call it, permanent readjustment. But their scaling down 
today, as in the exp e of the past, may cause the most profound dis- 


turbances in countri 1s France and the United States where rainbow 
gold has been included the national balance sheet in the guise of quite 


fictional credits. 

Wars occasion great fts in economic activity other than financial in 
its manifestation, but | not think these are really so serious as the fictions 
which require to be banished from that subjective invention called credit. 


The idea of “the mald ition of gold” of which we heard so much a few 
years ago was never one of universal application or generation. It was held 


most naturally and most strongly in Vienna, Berlin, and London. In the 
first two it meant really the transfer of gold to Paris, and in the last named 
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it reflected the disgruntlement at the shifting of credit-power to Paris and 
to New York. Gold is always maldistributed when it passes from ourselves to 
others. The inconveniences attached to the redistribution of the credit basis 
inherent in gold holdings arose from something altogether different but 
none the less real. Customary as it is all over the world to flatter myself 
and my countrymen into the belief that our mastery of money is something 
possessed by Englishmen from the beginning, the truth is that we learned 
it from the Dutch. It has been with us for about a hundred years. Before 
that, scrutiny of the parliamentary papers and the pamphlet literature of 
the time of Ricardo and the Economic Club will make evident that it was 
something which we had not then definitely acquired. 

The ruin of Hamburg in 1768 and of Amsterdam in the successive crises 
from 1768 to 1796, as of Paris by the extraction, in eight months, of 
$600,000,000 following upon the war of 1870-71, redistributed credit-power 
and placed it in the hands of men who were not experienced in its manage- 
ment. London, Vienna, and Berlin had to learn, and it took them anything 
up to a generation or even a half century to master the art. So, after the 
redistribution of credit-power between 1914 and 1922, Paris and New York 
have failed to give satisfaction. But they can learn. Till they do, we shall 
not escape from our difficulties. 

The crisis which has developed since 1929 has been affected, also, by 
great changes in the technique of production and transportation. So were the 
great crises of the forties, the fifties, and the eighties of the nineteenth cen- 
tury, and the new problems in financing enterprise which were presented 
gave rise to such ramshackle improvisations as the discount companies of the 
sixties and the investment trusts of the eighties in London. Other decades 
have had their Insull, their Kreuger, and their Hatry, in George Hudson, 
in Jay Gould, and in Hooley—not to forget Dr. Strousberg. Such products 
of inexperience and of facilitated fraud are unavoidable in periods of at- 
tempted adjustment to new needs and, when this has to be undertaken simul- 
taneously with the disturbances consequent on the mighty and seldom well- 
managed financial operations of governments, experience teaches that we 
must expect the evil consequences to be of somewhat lengthy duration. 

One aspect of the present long-term depression setting in after the World 
War is especially serious and without precedent. This is the tendency of 
credits and their supporting basis of gold to move restlessly and according 
to no rhythm but the panic and regained confidence of their controllers from 
one money market to another. This was the main cause of the bloated ex- 
pansion of the United States prosperity of the twenties. Floating balances 
have become the most serious problem of our time. 

Since the development of exchange and the rise of capitalism made possible 
by the inflow of precious metals into Western Europe in the sixteenth cen- 
tury, money has had four main bases. First, there was silver. The falling 
off in the production of this in the middle of the seventeenth century led 
not so directly to crises in commerce as in the relations of governments, 
each of them pressed for the sinews of war, and “for purchasing power”— 
that obsession of kings, courtiers, and the economists of a new idle class. 
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Second, there was gold. The exhaustion of the mines of Brazil as inevitably 
swung the greatest traders of the West, to wit, the Dutch, from the side 
of England as, a century ago, it drove them from that of France. Third, 
there was fiat money, the note issues of the Bank of England, the Banque 
de France, and their many copyists throughout Europe and in Philadelphia 
in the nineteenth century. Since this was always tending to be “deflated” 
both by the proper caution of national bankers tormented by a chronic famine 
of gold and silver and by the improper action of governments and their 
agents, the treasuries and national banks, operating in the interests of the 
creditor classes, the debtor elements and those intermediate between them 


evolved a fourth instrument dependent for its value on the faith which capi- 
talists could feel in their fellows. Quite naturally, it found its outstanding 
exponents in the great and interrelated Quaker families of Norwich, London, 
and Philadelphia. 

Following on the fall of the bill-discounting houses gradually there de- 
veloped the circulation of the paper of the new joint stock banks of Eng- 
land, the similar institutions of France and Germany, and the national 


chartered banks of the United States. For two generations, gold, silver, and 
fiat money backed by the credit of the state have become relatively less and 
less important in the economy of the world. C t has come to be the most 
important of all the monetary media but cred ~~ confidence. 

Since the Great War, confidence has been a vy discount and there- 
fore credit has been subject to variations in its real value such as have 
made the correct functioning of capitalism utterly impracticable. High wages 


and social services to supplement the minimum subsistence needs of the work- 
ers in industry and commerce have come to be the recognized “dane-geld” 
or alternative to social unrest that would stop the processes of producing 
profit adequate to meet both interest and dividend. Revolutions and rumors 
of wars have killed all confidence in large parts of the now wide-open world 
market of capitalism. 

Confidence is the need of the hour. Confidence is something which evades 
the generators and managers of credit in all countries. Not silver and not 
gold and not the capacity of the printing presses of London and Washing- 
ton to transform news-print and ink into “money” are lacking, but the 
reasonable anticipation of making and keeping that profit which gives the 
sole raison d’etre for the existence of the present economic system. Indeed, 


might we say, “No confidence, no credit and no capitalism!” 
Doveras CopLtann.—Austrialian depressions are the product of one or a 
combination of three influences: changes in export prices, changes in invest- 


ment, and seasonal variations. All minor influences operating to cause varia- 
tions in economic prosperity may be ignored in the face of these three power- 
ful forces. It should be observed that to a considerable extent, they are 
forces over which Australia has little control. It is true that she can vary 
volume of investment, but her economy is such that high export prices are 
usually associated with prosperous conditions throughout the world, and 
therefore, with an export of capital from the great international centers. 
Australia might resist the inflowing tide of capital, and to this extent she 


QO 


| 

| 

| 

i 

| 


itably 
e side 
Chird, 
anque 
elphia 
lated” 
amine 
their 
of the 
them 
 capi- 
nding 
mndon, 


re de- 
Eng- 
tional 
r, and 
and 
» most 


there- 

have 
wages 
work- 
geld” 
lucing 
world 


vades 
d not 
shing- 
it the 
»s the 
deed, 


ora 
nvest- 
varia- 
ower- 
y are 
vary 
are 
, and 
nters. 
it. she 


The History of Recovery 7 


would be in a position to moderate the boom associated with world pros- 
perity and thus to mitigate the disturbances of depressions upon her own 
economy. Usually, however, Australia in common with other borrowing coun- 
tries, has actively sought loans during good times without any thought of 
planning public investment with a view to evening out the fluctuations in busi- 
ness prosperity. In the past thirty years in particular, the borrowing habit has 
been much overdeveloped and the burden of fixed interest bearing debt has 
grown with alarming rapidity. It is well to remember also that in an agri- 
cultural country, the burden of private fixed interest bearing debt, in the 
form of mortgages, is always substantial. As the economy of the country 
develops, and governmental borrowing increases, the fixed interest bearing 
debt becomes an embarrassment in a period of economic distress. 

Before examining the traditional method adopted by Australia to over- 
come depressions and promote recovery, the effect of changes in the seasonal 
conditions on the policy of financial institutions must be considered. We 
may recognize three types of financial institutions: stock and station agen- 
cies, banks, and insurance companies. 

The first of these, by the very nature of their operations, have long since 
acquired the habit of “carrying” producers during unfavorable seasons. 
It is a good habit for a country, subject to variations in prosperity not only 
because of the weather but also because of changes in prices and world eco- 
nomic conditions. 

Fortunately the habit has spread in recent years to all other financial 
institutions. The banks in the 1898 crisis were caught by heavy commitments 
in the form of short-term obligations to overseas, mainly British, depositors. 
Since that time they have avoided these obligations, and on the contrary 
have built up very substantial liquid reserves in the form of gold and sterling 
assets. They are, therefore, usually in a position to meet a sudden disorder 
in the balance of payments and to assist governments to meet national ob- 
ligations. Though they restrict advances in such times, they do not under- 
take a drastic deflation policy involving the sale of the diminishing assets 
of their clients. Such deflation is not usually now a method of meeting a 
crisis in Australia. The insurance companies have also adopted the attitude 
that mortgagors must be nursed during a period of adversity and that no 
hasty deflation of credit should be attempted. We may say in fact that the 
Australian financial structure is able to apply to a primary producing coun- 
try Bagehot’s maxim of credit expansion in a crisis. This has not always been 
the case because at some periods, as for example in 1893, the institutions 
themselves were in a weak condition to meet a crisis. 

We must distinguish between deflation of credit and deflation of costs. 
There has always been a considerable deflation of costs in Australia during 
the crisis. This has been applied especially to wages and governmental costs ; 
and it has also extended over a period to debts. These have been written 
down gradually to meet the impaired capacity of debtors to pay. There 
are plenty of examples of all of these measures of deflation. For instance, 
in 1855, after the great gold boom, wages were very drastically reduced and 
exports encouraged. Similarly, after 1890, wages fell substantially. Accord- 
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ing to one estimate (Wood, Borrowing and Business in Australia) nominal] 
wages fell from 944 in 1890 to 707 in 1896 (base 1,000 in 1896). It is wel] 
known that at the same time drastic economies were made in the budgets 
and ultimately budget equilibrium was restored. 

This has led some people to the conclusion that a policy of deflation is 
in itself sufficient to enable a country, like Australia, to meet a depression 
and that such a policy might have been employed without other aids in the 
recent depression. Up to the recent depression, there was no general belief 
in Australia in currency depreciation as a means of easing the burden of 
the depression, restoring equilibrium in the price structure, and spreading 
the loss of national income. Similarly, there has been no belief in the doc- 
trine of purchasing power, which has become somewhat important in the 
United States. The argument has been all along—deflate costs, balance the 
budget, provide the minimum relief for unemployment, and let nature take 
her course in the restoration of investment. Experience seems to have justi- 
fied this belief, but experience is a fickle guide if people do not clearly ex- 
amine the nature of the experience upon which they base their conclusions. 

Let us look for a minute at some special features of the experience Aus- 
tralia had up to 1929. Of outstanding importance is the fact that price 
changes were never very violent compared with the experience of the recent 
crisis. Take the worst period in Australian export prices; namely, the pe- 
riod from 1875 to 1890. We find here that there was a break of about one- 
sixth in the export prices during the years 1875 to 1877. This, however, was 
balanced by an increase in output. Prices were then stable until about 1894 
when they fell again by some 16 per cent. Again they remained relatively 
stable for some years. Between 1890 and 1893, however, a break of 30 
per cent occurred and prices reached the low level from which they did not 
recover until the opening years of the present century. We have had, however, 
a period of nearly twenty years involving a fall of 50 per cent in the ex- 
port price level. This in itself is serious enough, but in the recent crisis, 
the fall of 50 per cent occurred not in eighteen years but in eighteen months. 
This is the first and most vital difference between the recent crisis and past 
experience, but there are other differences. World dependence on international 
trade in raw materials and food stuffs was the outstanding feature of world 
economy, even up to 1929 and certainly up to 1918. There was faith in the 
development of new countries. International capital was still actively seek- 
ing investment overseas, and, in particular, the British Dominions co-operated 
with the London money market in a developmental policy involving imports 
of both capital and labor. In a crisis this policy was temporarily suspended, 
but immediately the crisis passed, it was renewed. There is little prospect 
of such a renewal after the present depression. 

Severe depressions in the past have been followed by some new develop- 
ment in the exploitation of the country’s resources, or a rapid rise in the world 
price level. For instance, after 1853 and 1898 world prices in general tended 
upwards. After 1855 there was the development towards closer settlement. 
Again after 1878 there was the great railway development involving heavy 
overseas borrowing. After 1893 we had remarkable experiments in wheat 
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farming on dry areas with a consequent expansion of production and in- 
crease in yields. At the same time, there was the development of refrigera- 
tion. These examples could be multiplied, but they all show that some new 
and important development took place and stimulated the renewal of in- 
yestment. This is invariably the means to recovery. It is true that the deflation 
of costs assists in the restoration of investment but we must not be misled 
by assuming that the deflation is carried out by one country while others 
have stable costs. In these circumstances clearly the deflation will stimulate 
investment in the country in question; but if the deflation is part of a world- 
wide movement, there is little prospect of investment being restored sub- 
stantially in any one country. Of more importance than the deflation of 
costs was the movement of world prices and the openings for new invest- 
ment in Australia. We must recognize, however, that where the crisis is not 
too severe or sudden, deflation will not damage the credit structure but rather 
strengthen it. If it is pursued more vigorously in one country, it may stimu- 
late investment in that country. 

The crisis of 1930-38 was vastly different from any previous depression 
in three respects: in severity and suddenness, its comprehensive grip on the 
whole structure, and the burden of fixed interest bearing debt. 

Deflation alone was no solution of the problem. We may notice the fol- 
lowing results of deflation alone: national income would have fallen from 
£650 m. to at least £300 m.; wages would have fallen by at least 50 per 
cent; fixed charges would have become an intolerable burden; the assets of 
financial institutions would have collapsed in value with consequent col- 
lapsing of the credit structure; and budget balance would have become an 
impossibility. Deflation would, therefore, have completely failed to solve 
the problem, 

The Australian economists argued that a policy of recovery should aim 


Se at the following objectives: keep the monetary loss of income at a minimum; 


spread the loss of income equitably and rapidly over all classes of the com- 
munity; preserve the credit structure by conserving the assets of financial in- 
stitutions; prevent the fall in prices from going too far; provide relief for 
unemployment; and promote a restoration of investment by reducing the 
rate of interest as low as possible. 

They sought to attain these objectives by the following measures: compre- 
hensive and constructive deflation involving an all-round production in all 
incomes including incomes from interest and rents; a depreciation of the 
currency sufficient to restore the balance of payments and to maintain ex- 
port prices at a reasonable level in local currency; an expansion of central 
bank credit for the purpose of financing budget deficits and public works, 
and for improving the cash position of the banks and reducing the rate 
of interest; an expansion of export production to make up the loss of in- 
come caused by the fall in prices and the stoppage of overseas borrowing. 

This is a comprehensive policy involving a rapid adjustment of the whole 
economy to the new and distressing conditions caused by the world depres- 
sion. Up to the present, the results have exceeded expectations, but complete 
recovery still awaits a further increase in investment. 


PUBLIC UTILITIES IN THE DEPRESSION 


Martin G. Grarser, Chairman 


The general subject of the round table was public utilities in the depres- 


sion, and the discussion was focused about the two specific topics of rate- 
making and public utility credit. The main body of the discussion was pre- 


sented by E. W. Morehouse, of the Wisconsin Public Service Commission, 
and by Professor Marcus Whitman, of the University of Alabama. The more 


formal part of the discussion was participated in by Professors Julian §. 


Duncan, St. John’s College; Paul J. Raver, Northwestern University; and 
L. R. Nash, Vice-President, Stone and Webster Engineering Corporation. 
There was some informal discussion from the floor. 

E. W. Morenovse.—Rate-making in the depression has to be discussed 
in the light of the development of utility industries before the depression, 
and the economic position of the utilities during the depression. 

The development of the utility industries in the twenties was characterized 
by market expansion, technological improvements, and consolidations. Cen- 


tralized production of electricity and the broadening of markets by the 
building of high tension transmission lines were the most important condi- 
tions affecting the electric light and power industry. The holding company 
was used as the important financial vehicle for effecting large organizations. 
To finance expansion and consolidation, funds were advanced by holding 
companies or were directly borrowed from the public, with the result that 
utility companies entered the depression with capital structures burdened 
with debt. 

In the electric field, the development of uniform rate areas, lower power 
rates incident to too aggressive acquisition of power loads, promotional rate 
forms, and experimentation with rural rates were significant trends. Gas rates 
exhibited similar tendencies to a lesser degree. Telephone rates for local 
exchange service moved upward while toll rates tended to go down. Water 
rates remained generally untouched and electric railways faced vanishing 
markets and the need for experimental rates. 

Utilities during the depression operated on two price levels. Their fixed 
charges and many other elements of cost were determined largely at boom 
era price levels, whereas revenues shrank as a result of a drastic decrease 
in the incomes of the purchasers of utility service. This situation demanded 
cuts in rates, within the limits of largely inflexible fixed charges. Power 
markets were revealed to be the most elastic and residential the most stable. 
Promotional rate schedules intended to increase the use of electricity and 
decrease the cost per kilowatt hour were found somewhat unsatisfactory from 


the customer’s point of view. An individual customer seeking to cut his ex- 
penses discovered that economy in electric consumption was not rewarded 
by a proportional decrease in the price per kilowatt hour due to the existence 


of high initial blocks in the residential rates and demand charges or minimum 
bills in the power rates; in fact, average rates often increased. 


In the period 1930 to 1938, the revenues of the utilities fell and common 
stock and some preferred stock dividends were passed, although greater 
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efforts were made to pay customer preferred stock dividends than common 
stock dividends in order to preserve good public relations and maintain credit. 
At the same time, the utilities were faced with the necessity of making rate 
changes in an effort to relieve discontent, to stop the loss of load, and in some 
cases to retrieve revenues. 

Conventional legal procedures in rate-making broke down in the depres- 
sion. They proved cumbersome, expensive, and time-consuming when speedy 
action was demanded by customers and costly litigation was avoided by 


lepres- 
rate- 
pre- 
ission, 


= More 

ian §. utilities. To make findings of a rate-base and a rate of return required more 
7; and time than an emergency situation permitted in view of inadequate, rapidly 
ration, changing price and labor cost data. With such valuation difficulties, the 


question of a determination of used and useful property was complicated by 
the fact that plant capacity existed far in excess of needs. A rough check 
of N.E.L.A. figures for the electric industry as a whole indicated a decline 
in capacity factor from 36.2 per cent in 1929 to 26.3 per cent in 1933. Book 


cussed 
*ssion, 


erized figures were rendered unreliable because of past write-ups and inadequate 
. Cen- records, or if plant expansion had occurred mainly in the six-year prosperity 
vy the era before 1929, book cost reflected inflated values. Use of book costs did 
condi- not do away with the question of idle property no longer used and useful. 


In view of these barriers to the prompt disposal of rate matters, three sub- 


npany 

tions. stitute methods were evolved. Informal adjustments of rate schedules were 
olding " made even when formal rate cases were pending. “Consent orders’’—i.e., 
t that formal orders of the Commission adjusting rates after conference or bar- 


gaining with the utilities concerned—were used most extensively, in Wis- 
consin at least, in the case of telephone rates affecting rural or small town 
communities. These orders were usually not permanent in effect and authority 
for their issuance was based on a statute covering an emergency situation. 
Interlocutory or emergency orders on the Commission’s own motion have 
been issued in a few states under the authority of statutes providing in ex- 
traordinary times a more summary procedure than is followed in conventional 
rate proceedings. 

Rate structures have not notably improved during the depression. The 
establishment of uniform rate areas for individual utilities ceased due both 
to a halt in the consolidation movement and the reluctance of utilities to 
suffer losses in revenues merely for the sake of uniformity. 

Depression rate-making has consisted primarily of rate nibbling. Rate 
changes were made to silence rate agitation, sacrifice as little revenue as pos- 
sible, and preserve as much net income for stockholders as possible. So-called 
scientific principles were largely ignored. This was shown in a quick survey 
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from of electric rate changes between 1980 and 1933 in ninety of the largest 
is ex- cities in the United States. Although a few general trends were observed, 
arded the chief impression was that rate changes showed mixed tendencies. New 
tence water-heating schedules, usually optional to lighting schedules, and sometimes 
hein combined with rates covering use of other appliances, were filed. Commercial 


rate schedules showed little distinctive change, except for the inclusion of 
larger amounts of lighting with power rates. A reduction in both demand 
and energy charges, a liberalizing of availability clauses and determination 
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of demand provisions, and an increase in optional rates and special servic 
classifications characterized the alterations in power rates. Because rat 
changes were made for superficial reasons, neglectful of certain well-estab. 
lished principles, these selective reductions based on expediency portend fp. 
ture trouble and tend to show the hollowness of many pre-depression preten- 
sions to so-called scientific rate-making. 

Although rate revisions were ruled by expediency rather tham principle 
during the depression, a changed emphasis in rate-making may be witnessed, 
Many people regarded cost allocations as the whole of rate-making. Recently 
there has been a growing realization that cost allocations are not wholly 
trustworthy because they are founded on several arbitrary assumptions. Such 
skeptics have swung to the other extreme of treating rate-making as wholly 
a pricing problem to encourage an ever-widening distribution of the benefits 
from utility service. This involved use of estimates of competitive costs and 
experiments with consumers’ demand curves. The reasonable position is be- 
tween these two poles of thought. Periodic cost analyses are necessary to 
check long-time rate policies and class rate differentials. But in designing 
specific rates, pricing the service attractively to desirable loads is very im- 
portant in developing the market to a lower point on the declining cost curve. 

With unused capacity, more thought should be given to attaching those 
loads which have the most stability, increase the class diversity factor, and 
improve class and system load factors. The attitude prevailing among some 
utilities to sell kilowatt hours indiscriminately without regard to such factors 
is reprehensible, for, over a long period of time, such a practice will not re- 
sult in more economical operations and lower costs. 

In specific reference to gas rates, the depression era has noted a wider 
use of fixed charge rates, the development of class rates, and the substitu- 
tion of therm rates for cubic foot rates. Telephone rates have remained 
rather inflexible, except in rural areas and small towns served by independent 
telephone companies 

In conclusion, depression experience has taught us five lessons: The en- 
couragement of stable loads best protects the utility’s interests and suggests 
the desirability of rate adjustments to good residential users; cost analyses 
are useful as a general guide and check upon class rate differentials, but 
pricing the service attractively to desirable loads must not be overlooked; 
a reduction in debt should be made in order to lighten the burden of fixed 
costs; the use of short cut methods of procedure in rate cases is essential 
and to shorten conventional legal procedure, the establishment of a continv- 
ous inventory record and continuous system of cost indexes and the use of 
bargaining and conference methods recommend themselves; the notion that 
rate-making is exclusively a function of management must be abandoned; 
instead, rate-making should be a joint function of management and the 
regulating commissions if regard is to be given to the economical develop- 
ment of utility markets 

Marcus Wurrman.—It is well known that the lion’s share of public utility 
service offered by private corporations in the United States is rendered by 
operating units controlled by companies which entirely or in part are hold- 
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ng corporations. Holding company groups are also the largest users of pub- 


Service 

Se rate Mic utility credit. In the year 1929 over 9814 per cent of all domestic pub- 
]-estab. ic utility securities issued were those of companies belonging to holding com- 
end fy. any groups. Consequently it seems best to discuss the subject of public 


tility credit from the point of view of the holding company system or 
“group,” the term to be used in this discussion. For present purposes a 
ypical utility “group” consists of (1) one or more operating or property 
wning companies of various types and functions, (2) a holding company 


preten- 


rinciple 
nessed, 


ecently Icapping the corporate pyramid, (3) subsidiary holding companies in some 
wholly Mamcases, (4) affiliated investment or securities companies in some instances. 

s. Such Groups as a whole may be classified as follows: 

wholly 1. Older groups sponsored by utility operators and by the manufacturers 
benefits Immo! electric and gas generating and distribution equipment. Twenty-five groups 
sts an Mapare included in this category. The largest and most stable holding company 
1 is be- systems in the country are represented. As a whole these groups are chiefly 


engaged in electric light and power service. 
2. Newer groups sponsored by operating or promoting interests. Thirty- 
one groups fall in this category. They tend to be smaller than the early 


sary to 
signing 


ry im- 

curve. operator groups. Many of them reflect the influence of financial promoters. 
s those gm Lhey have not restricted their activities to the fields of electric and artificial 
or, and gas service. Many of these groups include natural gas and small telephone 


properties. 

3. Groups sponsored by professional management organizations. Seven- 
teen active groups belong in this class. In recent years certain management 
firms were forced to form holding companies to acquire control of their 
clients to prevent their being acquired by promoters at a time of unusually 
favorable conditions in the capital market. The management organizations 
have largely confined their grouping efforts to the electric service field. The 
operating units in these groups usually consist of service systems of suffi- 
cient size and physical unity to secure the benefits of large scale operation. 


g some 
factors 
not re- 


wider 
bstitu- 
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endent 


—— 1. Groups sponsored by investment banking and financial interests. Thirty- 
ggests six groups may be placed in this category. In general these groups are much 
sabvess smaller than those classified in the other categories. The operating constitu- 
Is, but ents of these groups include a large number of small natural gas, water, and 
poked; telephone properties. In other words some investment bankers specialized 
F fixed in the service fields deemed to be “marginal” by experienced developers of 
sential utility systems. In many cases the promoters of these groups were chiefly 
atin. interested in profiting from the distribution of the securities of the com- 
uee.ef panies in the group, and usually they also hoped to sell their interests to 
thet other groups at a profit. The collapse of the capital markets within the last 
heated few years prevented many such anticipated sales. 

ds the During the depression the credit position of utility groups has been affected 


by the various influences affecting business credit as a whole, the move- 
ment for greater public control, and the financial and managerial charac- 
teristics of groups as indicated by depression experience. 

The chief purpose of this discussion is to set forth the special influences 
within the utility industry which tend to affect its business reputation and 
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credit standing. Consequently, little space will be devoted to a discussion of 
the first two factors. So many bonds of good quality may now be purchased 
below par that there can be little investor interest in new issues. The most 
important influence necessary to lead the way to a gradual rehabilitation 
of the market for new issues is the prospect of a substantial increase in busi- 
ness earnings. Although there may be little demand for large investments of BM four 
new capital in the utility business in the next few years, it will be necessary T 
for a number of groups to engage in some refinancing. cess 

The movement for greater control is also an important factor influencing 9 incl 
utility credit. This movement has indirect as well as direct aspects. Recently Ji of t 


a number of cities and communities have manifested an interest in municipal of 1 
ownership. The Public Works Administration appears willing to give finan- Min § 
cial encouragement to public ownership. The Tennessee Valley Authority 
is attempting to perfect its service rate “yardstick.” These attitudes taken 
together have some effectiveness as indirect regulation. In one sense they 
may be considered as threats designed to secure rate reductions. Greater 
direct control may result from the present urge for new federal legislation, 
especially concerned with regulating the activities of holding companies. 

After all the type and extent of control of utilities will undoubtedly be 
determined by the nature and seriousness of the undesirable characteristics 


and practices of utility groups. In what way has depression experience 
strengthened or weakened faith in the utility group as a device for managing 
utilities? It has directed attention to the following significant matters: First, 
the conservatism or lack of it in the financial structures of groups. An equity 
participation ratio may be used as one type of measuring device. This ratio 


indicates the percentage of total income of the group that is available for 
the controlling equity after all other claims upon income are satisfied, in- 


cluding an ample allowance for depreciation. Upon the basis of 1982 in- 
come reports, the depression has virtually destroyed the earning power of 
many holding company equities. This in effect means that there is no real 
equity protection for the other securities of the group. By way of summary, 
a share of earnings for the controlling stock equity is available only in the 
case of fourteen of the twenty-five older groups sponsored by operating 
and industrial interests, eleven of the thirty-one newer groups sponsored by 
operating interests, six of the seventeen groups sponsored by engineering 
and management interests, and six of the thirty-six groups sponsored by 
investment banking and financial interests. However, the older and newer 
operating groups that are still earning a substantial equity participation far 


outweigh in financial importance those which earn nothing for the control- 
ling equity. The groups, large or small, that have grown most rapidly had 
as a rule the poorest equity participation showing in 1929 and tended to 
fare badly during the depression period. Groups that relied upon “other 
income” to support the equity have suffered during the last two or three 
years. Groups that have emphasized industrial service have also had to face 
the prospect of disappearing equity earnings. Groups that serve substan- 
tial urban areas and hence have concentrated operating units seem to be 


able to resist the depression better than groups whose operating properties 
are developed on an extensive basis. 
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ion of Second, defaults and receiverships. At the present time twenty of a hun- 
hased (8 dred and nine top holding companies are now in receivership. Six groups have 
: most already been reorganized with or without receiverships. Seven other com- 
tation MM panies have defaulted in the payment of bond interest. One older operating 
| busi- J croup, four newer operating groups, one management company group and 
nts of ME fourteen banker sponsored groups are in receivership. 

essary The fundamental causes of these receiverships were rapid and often ex- 


cessive expansion accompanied by financial pyramiding. Immediate causes 
included (a) the maturity of short-term debt at a time when the condition 
of the securities market would not permit new financing, (b) the maturity 
of notes payable, including notes to banks, (c) a rapid and severe decline 
in gross revenue making impossible the payment of all bond interest. Cer- 
tain contributing factors have either hastened the coming of receiverships 
or influenced their financial seriousness. These are: (a) the payment of ex- 
cessive purchase prices for properties, (b) the recent decline in the market- 
ability of securities, (c) the drying up of sources of special profit, i.e., the 
trading and selling of securities and properties to parties interested in group- 
ing activities, (d) the stoppage of dividends from subsidiaries and returns 
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lly be from other investments, (e) the inability of subsidiaries to repay advances 
ristics [My from the holding company, (f) the impounding of funds in frozen investments 
rience fe in industries, newspapers, and other enterprises. 

aging Third, the passing of preferred dividends. During the past three years 
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twenty-five of the one hundred and nine holding companies under discus- 
sion have passed dividends upon some or all classes of preferred stock. This 
figure, of course, excludes companies in receivership and companies having 
bonds in default. Ten of the twenty-five older operating groups, six of the 
seventeen management company groups, three of the thirty-one newer opera- 
tor groups, and eight of the thirty-six groups sponsored by financial interests 
have passed preferred dividends. In considering the foregoing, it is well 
to remember that the latter two classes of groups include twenty-eight cases 
of receivership, bond defaults, and reorganizations whereas the other two 
classes include only five such cases of financial difficulty. 

Fourth, financial practices and policies. In recent years a more widespread 
knowledge of certain financial practices of groups has had a very definite 
effect upon their business reputations. Many of these practices appear to be 
lawful, but investors deem them unsound and unfair. Many groups gave too 
much weight to anticipated future profits in planning the financial struc- 
tures of constituent holding companies. A number of holding companies sold 
securities, especially preferred stock, to customers and investors as long as 
a market existed. This was done despite the fact that in certain instances 
the proceeds of these issues were being used in part to pay interest and divi- 
dends. In some cases holding company bond collateral was legally juggled to 
the disadvantage of the bondholders. A number of holding companies, urged 
on by a desire to expand rapidly, followed the practice of pledging their most 
valuable assets as security for bank loans. As a result their preferred stock- 
holders, and sometimes the debenture holders, were subjected to excessive 
risks, 


Fifth, recent commission experiences with group financial management. 
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Certain characteristics of group management policy and practice affecting 
utility credit are revealed in the experiences of state public service commis. 
sions during the depression period. Some of these policies not only under. 
mine public faith in group management and hence injure holding company 
credit, but they also tend directly or indirectly to injure the credit of loca] 


operating companies. A few commissions can prevent these practices. Others 
are seeking the necessary legislative authority. 

These policies and practices fall into three general classes: (a) unwar- 
ranted payment of dividends by operating companies to holding companies, 
(b) unwarranted extension of credit by operating companies to holding com- 
panies, (c) management policies inimical to the financial independence and 
strength of the operating units. 

A few of the policies in the third classification may be summarized briefly 
as follows: Some groups followed the policy of interposing holding com- 
pany management upon newly acquired units in such a manner that the 
operating expenses of the latter were materially increased. Others followed 
the policy of charging to operating expense the cost of a campaign for sell- 


ing the stock of holding companies and other companies in the group. 

Occasionally, a holding company completely financed an operating company 
through advances upon open account. In the long run this practice injures the 
credit and the business reputation of the local operating company, for it may 
be considered as an attempt to circumvent state regulation of security issues, 
Another policy occasioning commission comment is the tendency of certain 
groups to reduce the operating companies to mere bookkeeping devices. This 
may sometimes be good business practice; but it does make commissions feel 


that effective regulation is a matter of increasing difficulty. 

My conclusions are: Utility credit is not, after all, a matter determined 
entirely by the condition of the individual company or group. Individual 
groups are judged in the light of the collective reputation of the entire in- 
dustry and this reputation can be more influenced by the mistakes of a few 
groups than by the constructive activity of the majority. 

In the past utilities have enjoyed excessive credit. Credit was put to ab- 
normal uses in some cases. The great users of credit during this period were 
the groups and super-groups. 

Interconnection and large-scale production are normal economic develop- 
ments especially in 1 lectric industry. However, grouping as it has mani- 
fested itself in recent years, is largely a financial phenomenon. Grave doubts 


exist as to whether financial consolidations are socially necessary. 


Grouping may be justified from the investors’ point of view solely if it 
makes possible the employment of the insurance principle of diversifying 
risks to obtain investment security. In practice there has been a tendency 
in some cases to neglect this principle and to confuse it with or subordinate 


it to the practice of pyramiding. A surprising number of the larger and bet- 
ter holding companies reflect financial pyramiding. 

It should be recognized that the same general plan of financing cannot 
be used for all groups. Differences with respect to such matters as the sts- 
bility of earnings and the elasticity of expenses should be given especial em- 
phasis in financial planning for holding companies. 
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It should be recognized that a financial plan which is built upon the premise 
of securing for the promoters all of the economies of large-scale management 


ff ecting 


under. (js dangerous and unwise and not politically practical in the long run. From 
ym pany this point of view the capitalization of all profits arising out of service con- 
of local MBtracts by the holding company is questionable policy. 

Others A clear distinction should be drawn between the quality and permanence 


of certain items of “other income” on the one hand and ordinary operating 
revenue on the other hand. The former ought not to be capitalized by holding 
companies. 

In the interests of the security holders of holding companies there should 
be more effective restrictions upor the pledging of holding company assets 
as collateral for bank loans. For instance, it is fundamentally inconsistent 
to attract investors to the preferred stock of a holding company and then 
to pledge all of the assets of the latter to finance an acquisition that may 
often be a very speculative venture. 

It should be recognized, from a public relations point of view, that pre- 
ferred stock sold to customers should be protected by a substantial common 
stock equity. This means that customers ownership campaigns may well be 
limited to the preferred stocks of operating companies. Even then it is well 
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ires the HB to recognize that a preferred stock will never have the safety and stability 
it may [4 which a customer owner believes it should have as long as bonds occupy a 
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place of any prominence in the financia] structure of the company. 

There seems to be some objection to the selling of holding company pre- 
ferred stocks to customers and small investors. Pyramiding practices have 
made many such stocks very insecure. Also it has been contended that holding 
company preferred stock holders are sought as allies to assist the group in 
resisting the lowering of service charges made by operating company to hold- 
ing company. 

Again, in case of reorganization, those in control can disregard preferred 
stockholders’ interests of holding companies much more easily than the pre- 
ferred stocks of operating companies subject to commission regulation. 

The most effective method of self help that the industry can employ is the 
encouragement of a realistic attitude toward regulation. The great majority 
of substantial groups have this attitude, but they are suffering from the un- 
compromising views and practices of a minority. Attempts on the part of a 
few groups to avoid state regulation and to divorce the interests of the 
parent and operating companies are largely responsible for the present drive 
for federal control. 

Paut J. Raver.—Dr. Morehouse has given us one of the most interesting 
and helpful discussions of rate-making that I have heard recently. Indeed, 
he need not have confined its title to rate-making in the depression for it is 
sufficiently broad in its scope to cover conditions and uncover problems which 
will require consideration for some time to come. 

Dr. Morehouse indicates that in Wisconsin the differentials between class 
rates have been narrowed between 1929 and 1982 when computed on the 
average revenue per kilowatt hour sold. As he points out, his data probably 
reflect a more drastic curtailment of consumption in the lower blocks of 
power and commercial users than in the lower blocks of domestic consump- 
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tion thus bringing into sharper relief the significance of the fixed charg 
component in the former two classes. 

Some preliminary results of a nation-wide study of the changes in clay 
rate differentials from 1930 to the middle of 1933 may be of interest. Theg 
data are computed from the N.E.L.A. and Edison Electric Institute Rat, 
Books for 1930 and 19338. The results are now available for all towns over 
twenty thousand population in twelve states. The states with the number of 
towns in each are as follows: South Dakota, one; Tennessee, five; Utah, two; 
Vermont, one; Virginia, seven; Washington, four; West Virginia, seven; 
Wisconsin, fifteen; Minnesota, three; Mississippi, three; Missouri, eight; 
and New Jersey, thirty-two. 

By comparing the average rate per kw. hr. for definite amounts of consump- 
tion in the residential, commercial, and industrial classes, the unequal effect 
of the depression on consumption in each class is eliminated and the effect 
of rate reductions on each class of consumer is more accurately disclosed. 
This was done in the above study for three consumption groups—low, medium, 
and high. The low consumption group is 25 kw. hrs. per month for residential, 
540 kw. hrs. per month for commercial, and 7200 kw. hrs. per month for in- 
dustrial. The medium consumption group is 50 kw. hrs. per month for resi- 
dential, 1440 kw. hrs. per month for commercial, and 48,600 kw. hrs. per 
month for industrial. The high consumption group is 100 kw. hrs. per month 
for residential, 4500 kw. hrs. per month for commercial, and 432,000 kw. hrs, 
per month for industrial. These consumers were assumed to be typical of a 


certain range of conditions which we do not need to detail here. 
The average results for the eighty-eight towns over twenty-thousand popv- 
lation in the above twelve states follow: 


Ratio of Average Commercial Power 
Rates to the Average Residential Rate 


1930 1933 

1. Low Consumption Group 

2. Medium Consumpt Group 

Commercial lighting 1:1.81 1:1.29 

3. High Consumption Group 

Industrial power 1:83.81 1:3.62 

On the basis of these preliminary figures it would seem that the small 


domestic user did not fare so well as the small commercial or small power 
customer in the rate reductions from 1930 to 1988 since he paid 1.26 times 
the commercial average rate in 1930 and 1.28 times that average in 1933. 
Likewise, he paid 2.34 times the average power rate in 1980 and 2.38 times 
that rate in 1933. However, domestic consumers in the medium and high 
consumption groups apparently received relatively more consideration in 
rate reductions than commercial and power customers in the medium and 
high consumption classes. For example, domestic consumers using 100 kw. 
hrs. per month in 1930 paid an average rate 3.81 times the average rate for 
power customers using 432,000 kw. hrs. per month, but in 1938 they paid 
only 8.62 times as much based on the same amounts of consumption. 
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| charge If we single out the five cities of more than twenty-thousand population in 


ennessee, which are included in the above eighty-eight, we get results still 


me ore favorable to the domestic consumers: 
These 
te Rate Comparison of Rate Reductions in Ten- 


nessee Commercial and Power Rates to 


MS Over the Average Residential Rate 
mber of 19380 1933 
ah, two; _ Low Consumption Group 

» elgnt; _ Medium Consumption Group 

omsump- Industrial 1:4.07 18.84. 
al effect . High Consumption Group 
sclosed. 


nedium, Here is a definite narrowing of the spread between domestic and other 


idential, lasses of consumption for small as well as large consumers. 

» for in- The question naturally arises: Is the potential competition of the Ten- 
for resi- Bnessee Valley Authority a factor in the more favorable consideration given 
hrs. per Mato domestic consumers—especially the small domestic consumers—as com- 
r month (pared to commercial and power consumers in these five cities in Tennessee? 
kw. hrs, Such a conclusion could hardly be drawn if the figures cited here were the 


cal of a Mresult of changes in rates taking place prior to the creation of the T.V.A. 
However, four out of the five cities noted here had changes in the residential 
rates in the September, 1933, Supplement to the 1933 Rate Book. In addi- 
tion, the fifth city, Memphis, secured a rate reducation for residential cus- 


tomers about two weeks ago. Reductions of some $360,000 per year for resi- 


d popu- 


Power 


my = dential customers were secured by informal negotiation between the company, 
the city, and the state commission. This reduction would tend to narrow the 
- spread in our data for Tennessee still more than shown above. These facts 
quite definitely reflect the potential competition of the T.V.A. in narrow- 
29 ing this spread. 
24 Until this study is completed for the country as a whole and can be ana- 
<0 lyzed more critically in the different geographic sections, it will be impossible 
39 to show conclusively what classes of customers, if any, are being favored 
» smal! Mae Owe others in rate reductions. The above data are presented here, however, 
‘ as indicating a partial substantiation of the findings by Dr. Morehouse in 
an, Wisconsin on an entirely different basis of comparison. 
L. R. Nasu.—Most of the widespread agitation for reduction in public 
. 1988. utility rates, particularly those of electric power companies with which this 
8 tines discussion deals, originates in one or more of the following causes: an as- 
d high sumed lower cost of service; reduction in other prices and the cost of living; 
tion in propriety of sharing in the results of depression; reduced value of services; 
m and and unclassified political causes. 
00 kw. As a matter of fact there has been no substantial decrease in the cost of 
aye electric service other than for minor items of supplies and labor. Certain 


important items, including taxes, are substantially higher. Although whole- 
sale all-commodity prices have receded to about pre-war levels, utility con- 
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struction costs are still about 70 per cent higher. At least 50 per cent of the 
average cost of electric service relates to charges on fixed capital. 


While cost of living is still about 25 per cent higher than pre-war, the 
average cost of domest lectric service is about 87 per cent lower. 

There is public demand that utility rates vary with business conditions as 
do other prices. Is it \ly desirable that such fluctuations should occur? 
Regulatory policies developed during the past twenty-five years have general- 
ly held that they should not. This policy was maintained during the 192) 
depression but less completely during the present one. The reasons for this 
policy involve the important factor of utility credit which must be such that 
funds can be obtained for service extensions and expansions demanded by 
customers. Apparently the commissions have believed that stable rates and 
sustained credit were more to the advantage of customers than unstable rates, 
the variations in which would affect the cost of living of the average family 
by a minor fraction of 1 per cent. Obviously public utility rates cannot be 
adjusted to meet customers’ ability to pay any more than can prices of com- 
modities generally. Value of service is a very indefinite factor. 

There is no national authority over utility rates. Utility national associa- 
tions advise as to rate forms but not levels and there has until recent years 
been a definite tendency toward standardization. This tendency has been 
upset during the present depression by political rather than economic or 
technical influences. 

The conference method of adjusting utility rates, at least temporarily 
during a depression, yields satisfactory results in the absence of political 
influences. Perpetual inventories would be helpful in rate cases, but the 
upkeep cost might amount to more than the occasional preparation required 


for formal cases. 


The assessment of regulatory costs upon utilities results in an assessment 


of their customers. They would approve this when rates are reduced, but 
would be less pleased v paying for the cost of increases which may some 
time be in order. 

Regardless of other reasons for rate readjustments, the fact that facilities 
installed with good business judgment are temporarily idle should not be 
given consideration. If such facilities were excluded from a rate base, utility 
credit would be seriously impaired. 


A stabilizing reserve which would permit rate adjustments without inter- 
fering with utility credit is theoretically practicable but such a reserve can- 
not be drawn up until been created and, as a practical matter, rate 
reductions which such a reserve permits are not readily eliminated when the 
need therefor disappears 
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IMPERFECT COMPETITION 


Josepu A. Scuumpeter, Chairman 


Turopore O. Yntrema.—What I have to say is a digest of a rather lengthy, 
technical article which I hope later to publish in full. 
The conditions for equilibrium in an industry are these: 


al- 1. The prospects of profits must not be so great as to attract additional 
21 [HF frms into the industry or so small as to cause the exit of existing firms. 
his Abstracting from obstacles to entry into and exit from the industry and from 
hat HM differences between firms, this becomes: price must equal average cost in- 
by HB cluding normal profit for each enterprise. 

nd 2. For every individual firm, incremental revenue must equal incremental 


cost at all margins. 

Since these criteria and their implications have been developed by other 
writers, they need not be elaborated in this abstract. 

A few terms require definition: Revenue and price are always net of 
transportation costs to purchasers. Selling costs are those which affect the 
demand for a firm’s product but are not directly dependent on volume of 
output. Production costs are dependent on the firm’s output but do not affect 
demand. Hybrid production and selling costs are directly dependent on out- 
put but also affect demand; they are usually due to modification of product; 
eg., by change in grade, style, or service. 

As a basis for the analysis, five typical, but not in all cases universal, 
characteristics of demand and cost curves for the individual firm’s product 
are assumed : 

1, The elasticity of the average cost of production curve increases with 
output until it reaches infinity at the point of minimum cost. 

2, With price fixed, the average cost of selling begins to rise while the 
average cost of production is still falling and the combined curve therefore 
reaches its minimum to the left of the low point on the production cost curve. 
3. The demand curve for the product of the individual firm has a negative 
slope. 

4, Marginal revenue, the additional income from the sale of an additional 
unit, with price variable but selling outlay constant, decreases as quantity 
sold increases or as price decreases. 

5, At and near equilibrium the elasticity of demand may increase, remain 
the same, or decrease as quantity increases, but it cannot increase as rapidly 
as the elasticity of the average cost curve. 

From these assumptions and from the marginal equalities defining the 
maximum profit position of the individual firm several useful theorems may 
be deduced. They are stated here without proof because of limitations of 
space. 

Theorem 1. If two cost curves are combined by adding ordinates, the 
resulting curve at any quantity has an elasticity between the elasticities of 
the two other curves. 

Theorem 2. Similarly, if from a curve of given elasticity a curve of lower 
tlasticity at corresponding quantities is subtracted vertically, the resulting 
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curve has a higher elasticity than the minuend curve at corresponding quanii- 
ties. 

Theorem 8. If selling and production costs are separable, a net demand 
curve may be obtained by subtracting average selling cost from price. At 
each respective quantity the price and average selling cost are always th 
optimum for the firm; i.e., selling costs are carried to the point at which the 
marginal increments of price and average selling cost are equal. It should 
be observed that the successive price points from which average selling cost 
is subtracted do not, except by coincidence, lie on the same demand curve, 
since variations in the optimum selling activity shift the demand. 

Theorem 4. The slope of the net demand curve at any point can be ascer- 
tained by subtracting from the appropriate demand curve a curve of average 
selling cost with unitary elasticity; i.e., one which is obtained by spreading 
the fixed total selling cost, optimum for that quantity, over a variable quap- 
tity. 

Theorem 5. From the criteria for equilibrium and from assumption fou 
(relative to the marginal revenue decreasing with price), it can be shown 
that at any given point the net demand curve is more elastic than is the 
relevant demand curve at the same height. The term “‘relevant demand curve” 
designates that curve from which the point on the net demand curve was de- 
rived. 

Neglecting external economies of large-scale industry, it can be shown from 
the preceding assumptions and theorems that the introduction of advertis- 
ing into an industry under a system of monopolistic competition has the fol- 
lowing results. 

Case 1. If advertising does not alter the individual firm’s elasticity of 
demand, the output per firm is larger, and if marginal production cost is ur- 
changed, price is the same; if marginal production cost rises, price is higher; 
if marginal production cost decreases, price is lower. 

Case 2. If advertising increases the individual firm’s elasticity of demand, 
output per firm is still larger, and if marginal cost of production is u- 
changed, price is lower; if marginal cost of production rises, price may be 
either higher or lower; if marginal] cost of production decreases, price is lower. 

Case 3. If advertising decreases the elasticity of demand the output per 
firm may be either larger or smaller. If size of firm is decreased, price is 
higher. If size of firm is increased, and if marginal cost of production is u- 
changed, price is higher; if marginal cost of production rises, price is still 
higher; if marginal cost of production decreases, price may be either higher 
or lower. 

The factors making for a reduction in price as a result of advertising art 
an increase in elasticity of demand for the individual firm and falling marginal 
production cost. Conversely, the factors leading to a rise in price are 
decrease in elasticity of demand and rising marginal production cost. 

In view of these conclusions, it would be pertinent to inquire into the it 
fluence of advertising on elasticity of demand for the product of the it 
dividual enterprise. Without pursuing this study in detail, it may be observed 
that informational advertising which augments the knowledge of buyers with 


refere! 
make t 
large € 
other | 
prestig 
less th 
advert: 

Ep¥ 
regard 
elastic 
substit 
may 0 
as und 
descen 
mum | 
The 
produc 
this is 
of ma 
tion of 
The n 
revenu 
deman 
ginal 
sold, t 
sum Ww 

Und 
If the 
monop 
is suffi 
will be 
curve. 
than il 
being | 
pure ¢ 
differe 
other, 

Wit 
I ask 
the co 
explici 
“marg 
physic 
any 
the m: 
its sel] 
The m 


\ 


Imperfect Competition 23 


reference to existence of firms, product characteristics, and prices, tends to 
make the demand more elastic. Such advertising, especially if coupled with 
large economies due to increase in size of firm, is clearly desirable. On the 
other hand, advertising stressing differentiation of firm and product, e.g., 
prestige, reputation, trade-mark, tends to make the demand less elastic. Un- 
jess this decrease in elasticity is neutralized by falling marginal cost, such 
advertising can be defended only by showing its desirability on other grounds. 

Epwarp H, CHamMBERLIN.—In monopolistic competition, each producer is 
regarded as a monopolist, the demand for whose product is more or less 
elastic depending on the extent to which he is subject to the competition of 
substitutes for his product. The demand curve with which he has to reckon 
may often be highly elastic, but is never perfectly elastic, i.e., horizontal, 
as under pure competition. His cost curve (average unit costs) is U-shaped, 
descending, because of the economies of large-scale production, to a mini- 
mum point and rising again thereafter as the optimum output is exceeded. 
The equilibrium price and output are defined by the requirement that each 
producer seeks to maximize his profit. The familiar way of representing 
this is by fitting between the two curves just described a profit rectangle 
of maximum area. Another method much used recently involves the construc- 
tion of two new curves, one of marginal revenue and another of marginal cost. 
The marginal revenue curve indicates at any point the addition to total 
revenue due to the sale of the last unit of product. It is derived from the 
demand curve, which may be regarded as an average revenue curve. The mar- 
ginal revenue curve lies at all points below the demand curve because each unit 
sold, through forcing down the price of the others, adds to total revenue a 
sum which is smaller than its own price. 

Under monopolistic competition there may or may not be monopoly profits. 
If the demand curve lies above the cost curve over a part of its length, 
monopoly profits will be earned. If, however, the competition of substitutes 
is sufficient to push it back to the point of tangency with the cost curve, there 
will be no profits above the necessary minimum which is included in the cost 
curve. In either case, the scale of production is smaller and the price higher 
than it would be under conditions of pure competition. The individual firm 
being smaller, it follows also that the number of firms is larger than under 
pure competition. This condition, I hold, obtains wherever the products of 
different producers are in any degree or respect differentiated from each 
other, and this means over almost the entire economic system. 

Without raising controversial questions about the productivity theory itself, 
[ ask you to accept it, at least for purposes of this argument, as valid under 
the conditions of pure competition to which it has always been implicitly or 
explicitly related. We may distinguish three different meanings of the term 
“marginal product.” It may refer to the physical product, to the value of the 
physical product, or to the value product, which is added to the total, in 
any case, by the presence of the marginal unit of the factor. The value of 
the marginal physical product is simply the physical product multiplied by 
its selling price, and will be hereafter referred to as the “marginal product.” 
The marginal value product, on the other hand, refers to the added value— 
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the total value (price per unit multiplied by the number of units) whey Mimwher« 
the last unit of the factor is used, less the total value when it is not used. ments 

In adjusting his factors, whether under pure competition or under monopo- fethe in 
listic competition, the entrepreneur is clearly interested only in the marginal Mtom, 


value product of each. But under pure competition, since the producer cap 
change his output without appreciable effect on price, this will always be iden. 
tical with the marginal product. In other words, under pure competition the 


netiti 
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demand curve for the product of an individual producer being a horizontal line, [Bs pos 
his marginal revenu irve coincides with it. Marginal revenue is always fmmmess, 
equal to selling price. Hence marginal product and marginal value product Mimdisgu: 
to the individual producer are always identical. It is for this reason that, Mgener 
interested only in a factor’s marginal value product, the entrepreneur ar-fiewhat 
rives nevertheless at paying it its marginal product. sourct 


Under monopolistic competition the marginal value product of a factor to 
any individual producer is inevitably smaller than its marginal product. Since 
in adding more labor, the entrepreneur is guided by the former rather than 
by the latter, it follows that he will never find it profitable and he will often 
find it impossible to any of the factors their marginal products, It 
will be impossible if ypetition has pushed his demand curve to the left 


until all surplus profit is eliminated. If the demand curve lies further to the 
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right, the surplus p1 btained may or may not be great enough to permit im Lhe | 
each factor to be paid its marginal product, but if we assume that entre Mithree 
preneurs seek to maximize their profits, none of it will be put to this use Mm conve 
anyway, and the lot of the other factors is in nowise changed. There is no fm Lhe | 
escaping the conclusion that even a slight element of monopoly necessarily MM by re 
reduces the remuneration of all factors below their marginal productivity. 3 firm 
The same conclusion is reached, of course, by the use of the marginal revenue fm and i 
curve. Me cover 

It should be emphasized that the deviations of the distributive share from J munit 
the marginal product are always in one direction—the share is always im highe 
smaller. This fortifies conclusions stressed elsewhere in the general theory Mm of th 
of monopolistic competition, that pure competition is an extreme, a limit, difficr 


rather than a norm. Actual prices, distributive shares, and conditions of Mm >y a 
production generally, do not tend towards or oscillate about what they Mm neces 


would be under pure apetition. Rather, they tend towards norms in the J ident 
definition of which the monopoly elements must be given full recognition J to th 
Except where the price processes are actually those of pure competition, fi facto 
competitive theory is a distortion of reality rather than an approximation that 1 
of it. if not 

It has been tacitly umed up to this point that the product added by firm. 
another laborer in any firm is a net addition to social product, not offset facto 
by a lessened product elsewhere in the system. This may well be true. But It 
let us look briefly at the case where it is not. There are a number of reasons theor 
why prices may rest permanently and normally at some level higher tha of th 
that to which unrestrained price competition would carry them wherever any Knig 
particular seller is in direct competition with only a few others, a condition clear 


which obtains over a large section of industry. It is a possible result also 
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wherever there are restraints on price competition—actual or tacit agree- 
ments, business or professional “‘ethics’”’ which condemn the “price-cutter,” 
he imposition of retail prices by the manufacturer, or by tradition or cus- 
om, price control by the NRA, and in general, the expenditure of com- 
netitive energy in other directions than that of price competition. If prices 
sre held up by these factors, there can be a larger investment of resources 
in the field without diminishing the profits earned by each firm. In so far as it 
is possible for new firms to set themselves up and secure a part of the busi- 


mess, they will do so, and a condition of general excess capacity may develop 


disguised by the fact—if entry to the field is unrestricted—that profits 
yenerally are not above the competitive level. Under these circumstances 
what is the marginal social product of any factor of production as more re- 
sources are employed? The productivity to society of any factor or of any 
group of factors composing an enterprise must be considered as the total 
product it creates less that which its presence prevents others from creat- 
ing. Let us suppose that three filling stations are adequately supplying the 
wants of a district at going prices when a fourth company sets itself up 
in business. What product does the new station add? If the outcome is simply 
the sharing of the available business by the four at the old prices, as it is 
very apt to be, it is difficult to see where there has been any addition at all. 
The utilities created by the newcomer less those no longer created by the 
three others is approximately zero. To be sure, there may be some additional 
convenience to those for whom the new station is more advantageously located. 
The product then will not be zero, but it will be far less than that indicated 
by regarding the new firm alone. There is a further complication since each 
firm is enjoying a reduced volume of sales, average unit costs are higher, 
and it may be that the prices of all will be adjusted upwards in order to 
cover costs. On this score it is conceivable that the total utilities of the com- 
munity will be even less than before the newcomer made his appearance, 
higher prices leaving less of incomes to be spent on other commodities. All 
of these considerations must be taken into account, and it would surely be 
dificult to formulate accurately the net product added by the new firm or 
by any factor which it employs. Having formulated it, it would be further 
necessary, in order to apply the marginal productivity theory, to show an 
identity between this net social product and the marginal value product 
to the new firm, which, as we have already seen, governs the incomes of the 
factors employed by it. In this case of general excess capacity it appears 
that monopolistic competition results in a marginal product to society which, 
if not negative, is at least far less than the marginal product to an individual 
firm. The marginal value to an individual firm which governs the return to the 
factors it employs probably lies somewhere between the two. 

It would be possible to escape the difficulty by interpreting the productivity 
theory generally in terms of value product instead of in terms of the value 
of the product. I have found only two writers who have done this. Professor 
Knight argues for value productivity, incidentally, without always making it 
clear whether he has reference to the individual firm or to an industry. He 
says, “The variations in physical contribution and in the value of that con- 
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tribution when an addition to any kind of agency is made, work in the sam 
direction and must be added to give the total decrease in the value produc, 
We shall call the aggregate variation by the name of diminishing valy 
productivity, or simply diminishing productivity, which must always be dis. 
tinguished from the diminishing physical returns.”* Again, in the description 
of the distributive process working itself out, he says, ‘“remunerations yi] 
rapidly be readjusted towards the values which the individuals contribut 
to the output of the groups with which they work.’”? It is only when faced 
with measuring a value contribution to the social total that Professor Knight 
is forced to retreat from his earlier definition and to hold (with the usual 
interpretation of the productivity theory) that an individual “will get the 
value of the physical contribution which he makes, enough value income ty 
buy it.”* The fact that this contradicts the definition of marginal productivity 
already given seems to pass unnoticed, and elsewhere he is consistent with 
the first statement. More recently Mrs. Robinson has defined marginal pro- 
ductivity as value productivity—in her own words, “marginal physical pro- 
ductivity multiplied by the marginal revenue to the unit or group under 
consideration.”* To be sure, she is well aware of the importance of the dis- 
tinctions we have made, and defines exploitation (with Pigou) as a wage 
less the marginal physical product of labor valued at its selling price, even 
discussing means whereby what seems to me an inevitable outcome of monopo- 
listic competition might be avoided. Nevertheless, there are strong objections 
to allowing the concept of productivity to be metamorphosed in this way. 

The first is that such a definition leads logically to the conclusion that 
monopoly is productive. This view Professor Knight with consistency defends 
at some length, taking J. B. Clark and his followers to task for holding that 
a monopolist appropriates product created by other agents.® Yet if monopoly 
is productive, the destruction of utilities is put on a par with their creation, 
and in fact there is no longer any means of distinguishing between the two. 
The monopolist who destroys goods or restricts his production in order to Hm one 
increase the total value of the remainder is thereby productive. Any cor- 9 indi 
relation whatever between increased production and welfare must disappear J limi 
at once. Under such a theory, only that labor would be productive which to it 
was applied on commodities the demand for which had an elasticity greater its ¢ 
than unity. Surely this is to reduce economics to absurdity. are 

The second objection is that a value productivity theory of distribution 3% and 
must stop short with the individual firm. Even under pure competition it is 
flatly untrue except in this restricted sense. It is universally true that every 
factor of production is paid according to the value it adds to the individual 
firm’s total, but except under pure competition there is no relation whatever 
between this and its product. There is simply no bridging the gap between 
the value product to the individual firm and what is truly important, the 
value of the product to society. 

1 Risk, Uncertainty and Profit, p. 104. 

2 Tbid., p. 106. 

* Ibid., p. 107, note. 


*Economics of Imperfect Competition, p. 287. 
* Op. cit., pp. 186-9 
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My conclusions may be briefly summarized. Whether under pure competi- 
ion or under monopolistic competition, each factor always receives its mar- 
final value product to the individual firm. Under pure competition this is 
qual to its marginal product to the firm and likewise its marginal product 
to society. Under monopolistic competition, however, this is always less 


3 will Mmthan its marginal product to the firm, and bears a very uncertain relation, 
ribute [NBif any, to its marginal product to society. In the case of selling costs, there 
faced Iscems to be no marginal product, either to the firm or to society, with which 
night i. comparison might be made. Our inquiry would also seem to indicate that 
usual mit is only under pure competition that the interest of the business man co- 
t the MM incides exactly with that of society. A slight admixture of monopoly alloys 
me to [Me his interest in production with a degree of interest in restricting it, and a 
tivity [high degree of interest in producing wants instead of goods. 
with Wittiam Jarré.—Current solutions of monopoly or oligopoly problems 
pro- fe yield results that are descriptive of partial equilibria or at best of temporary 
pro- fie equilibria. In order to arrive at a definitive equilibrium it is not sufficient 
under fm to study “the action of sellers alone (or of buyers alone) ,’’* but it is indispen- 
e dis- fe sable to study the actions of both simultaneously in their mutual interactions. 
wage [me Price determination under conditions of imperfect competition is no less de- 
even fae pendent on the equilibrium of the economic system taken as a whole than 
nopo- is price determination under conditions of pure competition. As a first ap- 
‘tions Je proximation to the solution of the problem of oligopoly price conceived as 
y. a component of the general economic system, I have, therefore, attempted to 
that fe adapt the Walrasian equations to a simple case of imperfect competition where 
fends Je only one commodity is produced by an oligopoly while all other commodities 
that HP are produced within the competitive scheme of things.” 
poly Let us assume, first, that we have before us Léon Walras’ general system 
ation, Hy of equilibrium established for the perfectly concatenated, frictionless, com- 
two. Ie petitive case. In its most elementary form, this system may be described as 
er to J one in which three fundamental conditions are simultaneously realized: each 
cor- fi individual in our given universe maximizes his total satisfaction as far as his 
ypeat fe limited resources will allow, the effective supply of each commodity is equal 
vhich HM to its effective demand, and the price of each commodity is exactly equal to 
eater Mi its cost of production. Consequently part of this system, supposing that there 

are m products, will consist of m equations expressing equality between price 
ation and cost of production, thus 
pal = 1) = + + = 
idual Pr = + + = 
ever (1) Pe = cope t Copp + = 
ween . . . . . . . . . . 
the 

Pm =Mipt +MypPp + = Om 


"Edward Chamberlin, The Theory of Economic Competition (1983), p. 19, foot- 
note 1, 

'T am indebted to Miss Harriet Postle, a graduate student, and to Professor H. 
8. Wall, of the Mathematics Department of Northwestern University, for their as- 
sistance in working out this adaptation. 
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where the p’s are prices, the subscripts a, b, c,... . m designate the differen; 
kinds of commodities (4), (B), (C),.... (M), the subscripts t, p, k,.... 
designate the different kinds of factors of production (7), (P), (K),.. 
and the small a’s, b’s, c’s,... ., etc., are the technical coefficients; i.e., the 
quantities of each factor of production described by the subscripts that enter 
into the fabrication of a single unit of (A), (B), (C),... ., ete. We may, 
therefore, replace our itemized account of this sum by a total og for the cos 
of production of a single unit of (4), ¢ for the cost of production of a unit 
of (B), etc. 

Now let the production of commodity (C) fall into the hands of 1 oligopo- 
lists—to that extent modifying the perfect competitive case with which we 
started. Let us suppose, furthermore, that the I oligopolists pursue a live. 
and-let-live policy as defined by Cournot. Then p- will no longer equal ¢, 


Thes 


tions 


but will become something greater. How much greater it will become depends restr: 
upon the extent to which each oligopolist can realize maximum profits given sin 
the elasticity of the total effective demand for (C), given the cost or ¢, (7) 
functions for each oligopolist, and given the number of oligopolists. In any whic 
case we can say that the new pz will be such that (C): 
(2) Pe = = to = + Ni 
where the numerical subscripts up to | designate each of the J oligopolists ~s 
and where each smal! © represents the profits per unit for each oligopolist _ 
indicated by the subscript of the @. But each ¢; is, as in the competitive case, me 
a function of the output of each producer. Thus an 
have 
3) = Fe,2(Se) pend 
tions 
Col = 
where the S’s represent the output of each oligopolist. Let it be noted paren- (8) 
thetically that we are assuming for the sake of simplicity that these functions J whe: 
are carry-overs from the perfect competitive case, so that they are not new (9) 
variables. Now then, letting 2,, Q,,....Q; represent the total profits of 
each oligopolist, it follows that whic 
satis 
4) 
(4) (10) 
So WI 
Substituting now in (2) the values obtained in (8) and (4), we get by | 
Q; righ 
De = Ge(S:) + — 
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If we put this system (5) in the place of the third equation of system (1) 
established for the competitive case, we shall be introducing into our original 
system 1—1 new equations containing 21 new variables; viz., | new S's, 
and / (2's. It now remains for us to find 1+1 new equations which are neces- 
sary conditions of our problem. Dr. Erich Schneider in his excellent Reine 
Theorie monopolistischer Wirtschaftsformen gives 1 of these required equa- 
tions which he derives from Cournot’s solution: 
These equations are necessary conditions of our problem, for they are condi- 
tions of the relative maximum profits obtained by each oligopolist within the 
restrictions of the live-and-let-live policy. 

Finally we have the equation 


(7) Sit 


which is again a necessary condition for it asserts that the total supply of 
(C) is limited to what our 1 oligopolists are willing to offer. 

Now we have as many new equations as there are new variables. Provided 
that the ¢ functions in our new equations are continuous and differentiable, 
then equations (5), (6), and (7) characterize the economic situation.* These 
equations offer a system of solutions. At one extreme we have the Walrasian 
solution, if @ = 0 (¢ = 1,2,....m) (n>M>1)°. At the other extreme we 
have the pure monopoly solution which gives us the maximum maximorum 
for 2. And in between these two extremes relative maxima may be found de- 
pending upon the conditions imposed, the Cournot live-and-let-live condi- 
tions for example. 

From another part of the Walrasian total system we know that 


(8) S. = D. 
where D, is the total demand for (C). We know also that 


(9) D. F Pps Pky * * Das Pos Poy * * * * Pm) (Pa 1) 
which is arrived at by the action of all buyers striving to maximize their total 
satisfactions by the utilization of limited resources in exchange. It follows that 


(10) Sit = F.(ps, pps Pe * * Dav Pos Do * * * * Pm)- 


When it is remembered that the left-hand side of this equation is determined 
by the condition of relative maximum profits for each seller, and that the 
right-hand side is determined by the maximization of buyers satisfactions 

*Cf. analogous situation in Chamberlin, op. cit., pp. 180-81, where additional con- 
ditions on the derivatives are shown to be absurd in view of the fact that no 


oligopolist can set the supply of any other oligopolist as he pleases. If he could, 
he would set all his rivals’ supplies at zero. 


*Since = S; (§ = 1,2, ....2) (n>M>1), it follows that — ws + 
OS; as; 


But — competitive conditions w; = 0 and 7 = 0. Consequently equations 
(6) are satisfied for the competitive case. 
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within the restrictions set by the other conditions of our system, it is seep 
that a definitive equilibrium monopoly or oligopoly price can only be estab. 
lished by studying the actions of both buyers and sellers simultaneously, 

L. A. Morrison.—My own work along the general line of the papers 
presented at this conference does not lead me to believe that important re. 
sults are to be obtained by the use of the traditional method of economic 
theory in the formulation of an elaborate theory of imperfect competition, 
The method to which I refer, and which has been adopted by the exponents 


of the theory of monopolistic or imperfect competition, consists of tracing 
out the mechanics of individual self-interest in relation to economic processes, 

The more familiar theories have held the interest of economists not because 
of the light they throw on the actual adjustment and variation of the produc. 
tion, prices, and use of goods. By virtue of the method of economic theory, 
the tastes of people, their knowledge of the forces and resources of nature, 
institutional arrangement, and other variable conditions are excluded from 


its field of analysis. Even if these theories were perfectly correct explanations 
of the mechanics of self-interest, they would provide a minimum of informa- 
tion on the progress of events. The familiar theories are important because 
they provide the rationalization, the casuistry, of a system of free enterprise. 
They are supposed to demonstrate that under such a system the interests of 
people are, in general, harmonious, and that such maladjustments as appear 
are generally and normally self-corrective. These theories have created a 
presumption against social interference in the great bulk of business and 
industrial activities, and it has been on account of the bearing of these theories 
on matters of social policy that so much attention has been devoted to their 
refinement and elaboration. 

The approach, conceptions, and general conclusions of the orthodox eco- 
nomics are based upon the assumption that competitive price theory provides 
an appropriate basis for a general interpretation of business and industrial 
processes. And the point of departure of the theory of imperfect competition 
is the denial of that assumption. According to the later view, conditions, 
formerly regarded merely as imperfections or “frictions,” really invalidate 
competitive price theory as an explanation of general tendencies and “nor- 
mal” market behavior. There can be no doubt of the damaging impact of the 
new theoretical development on the generally accepted conclusions of eco- 
nomic theory. The idea, however, that prices and commercial activities are 
adjusted in accordance with the elaborate principles recently set forth as 
theories of monopolistic or imperfect competition, is based upon the assump- 
tion that business enterprises have exact knowledge of the effects of their 
policies on the actions of others. Such knowledge, business enterprises do not 
possess, and economic theory cannot provide. 

A. J. Nicno.t.—One fundamental aspect of Professor Chamberlin’s analy- 
sis of monopolistic competition is the assumption of a perfectly continuous 
demand curve for the product of each competitor. The same assumption has 
also been made by Mrs. Robinson and other writers on the subject. It seems 
to me very doubtful whether this assumption represents a realistic condition 
of general significance. Under pure competition any competitor who raises 
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his price for any length of time ever so slightly above the general price level 
of his rivals may be expected to lose all of his business. In extreme cases 
of product differentiation it may be that only a very small part of any par- 
ticular competitor’s business is lost to him when he raises his price slightly 
above the general level. In such cases Professor Chamberlin’s continuous de- 
mand curve is valid. Usually, however, there is at least a considerable 
minority of buyers who are not induced by advertising, salesmanship, serv- 
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ae ice, or other considerations to form a distinct preference for any one of a 
i number of competing products. As long as the prices of all these products 
ay are the same, any choice between them is a matter of indifference to some 


buyers. When the price of any one of the competing products is raised 


= slightly above the price of the others, neutral buyers may be expected to 
cory cease purchasing the dearer product even though others with a distinct prefer- 


ence continue buying it. Thus a slight price difference may be expected to 


ture, 
os bring about neither the cessation of all the higher priced product’s sales 
— nor merely a very small fractional change in sales, but some intermediate 


rma. fe {tactional change much larger than the relative change in price. 
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Graphically, then, the demand for any one of a number of competing prod- 
ucts is represented not by a continuous curve but by a curve broken at the 
general price level. PA is assumed to be the price at which all except one 
of several competing products equally in demand are selling. The price of 
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one and only one of the products is assumed to change. If this one Produet 
(like its rivals) sells at price PA, a quantity OA may be disposed of; by 
if its price is lifted slightly above PA, the loss of the trade of neutral buyers 
may decrease its total sales to OB. If its price is slightly lowered, its sale 
may be augmented by the purchases of neutral buyers to a total of OC. Thus 
the demand curve is discontinuous at the level of PA, At other levels aboy 
and below it may be continuous. We have then a demand curve with * 
distinct branches, DE and FD. Such a curve, it is submitted, conform; 


roughly at least with actuality in most cases of so-called monopolistic com. 
petition. Assumption of such curves will bring about a marked alteration in 
some of Professor Chamberlin’s conclusions. 
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SESSION ON THE TRANSPORTATION PROBLEM 


FUNDAMENTALS OF A NATIONAL 
TRANSPORTATION POLICY 


By Harorp G. Movutton 
The Brookings Institution 


What are the fundamental requirements if the various types of trans- 
portation agencies in the United States are to be welded into a national 
transportation system which will be able to conduct the business of 
transportation in the most efficient and economical manner possible? In 
analyzing this basic problem, I shall develop my discussion under the 
following headings: (1) The principles underlying early American trans- 
portation development; (2) the causes of haphazard and unco-ordi- 
nated development between 1840 and 1938; (3) the policies that must 
now be adopted by the government to secure a unified transportation 
system; (4) the relation of transportation companies to the process 
of co-ordination; and (5) the principles which should be followed in 
regulating the level of transportation charges. In the nature of the 
case, the discussion under each heading will have to be of a summary 
character. 


PrincipLes UNDERLYING Earty AMERICAN TRANSPORTATION 
DEVELOPMENT 


It was just one hundred years ago this decade that various state 
governments in this country embarked upon extensive programs of pub- 
lic works in the form of canals, railways, and turnpike highways. Fol- 
lowing closely upon the opening of the Erie Canal and the invention of 
the railway, in nearly a score of states great systems of co-ordinated 
transportation agencies were projected. The costs involved were not to 
be borne by the taxpayers, but were to be met by the tolls and other 
charges levied against the users of these transportation agencies. In- 
deed, rather than being a burden upon the taxpayers it was assumed 
that great financial profits would be realized by the state. For example, 
in Pennsylvania “it was predicted that the tolls would support the gov- 
ernment and educate every child in the commonwealth.” In Michigan 
the people were assured that not only would the returns from trans- 
portation investments prove sufficient to pay off the state debt speedily, 
but that there would actually be “a plethora of funds in the treasury 
which would forever free the inhabitants of Michigan from the burdens 
of taxation.” These hopes of financial gain were, however, rudely shat- 
tered by the financial crisis of 1837 and the ensuing depression. 

Two significant principles stood out clearly in these early transpor- 
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tation programs. First, it was assumed as a matter of course that tran;. 
portation service should be paid for by those who received the direc 
benefits; namely, shippers and travelers. Second, the thinking of that 
day was in terms of transportation rather than merely of particula 
types of transportation agency. Some of the early charters conferre 
broad titles such as “The New Jersey Railroad and Transportation Mifare 


Company.” 
whi 
Causes or UNCO-ORDINATED DEVELOPMENT BETWEEN gov 
1840 anp 1933 tra 
As a result of the disastrous effects of the crisis of 1887 upon the fam the 
financial condition of state governments, public sentiment turned violently iim “ili 
against government participation in transportation, and revised state fim t™@ 
constitutions in many cases explicitly forbade such participation in the 4 
future. It appeared likely in the early thirties that our transportation fem th! 
system would be predominantly constructed and operated by the states; Him ¥*. 
but the ensuing financial collapse forced transportation development to fim &™ 
proceed henceforth largely under private initiative. tor 
In the following decades state highway systems largely succumbed i 4’! 
to the competition of the railways; and public road construction became Him "' 
almost exclusively a function of township and county government. Pri- | 
vate enterprise in the main fought shy of the towpath and the canal Hi 
boat, and turned to the steel rail and the iron horse. There followed an ha 
era of tremendous railway development under private initiative, an out- it 
standing characteristic of which was a complete lack of co-ordination Ii ™ 
either between railway systems or of railways with other forms of th 
transportation. as 
The decline of river and canal traffic in the sixties and seventies, under 
the pressure of railway competition, led to an organized movement for ar 
the preservation of water transportation. The first step taken was the pt 
abolition of tolls—in 1883 by the state of New York on its state canal ra 
system, and in 1884 by Congress on all federal rivers and canals, with It 
the exception of the Panama. But even when the overhead costs of water m 
transportation—capital charges and maintenance—were thus trans- th 
ferred from shippers to the general taxpayer, the water routes were still ss 
unable to maintain any considerable volume of traffic. In 
It was then concluded, erroneously, that the explanation of the failure 
of water transportation to survive was the inadequate depth of existing ds 
canals and river channels.* Hence, about the turn of the century a great 0 
0 
?The truth is that our inland waterways were typically already deep enough to g 
accommodate barges of the most efficient type. Most of Germany’s extensive water- 


borne commerce is carried in barges drawing less than seven feet of water. 
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novement was inaugurated for the rehabilitation and the deepening of 


our inland waterways. Between 1890 and 1930, expenditures upon inter- 
nal waterway development in the United States, exclusive of those on the 
Great Lakes and seacoast harbors, have amounted to $1,177,000,000. 


In all cases both the initial capital charges and the cost of maintenance 
are borne by the general taxpayers.’ 

The development of our waterways during the past thirty years, 
which has been carried out mainly under the auspices of the federal 
government, has in no sense been co-ordinated with other aspects of our 
transportation policy. These waterways have not been constructed for 
the purpose of supplementing otherwise inadequate transportation fa- 
cilities, nor have waterway routes been in any way articulated with other 
transportation agencies. 

‘The last three decades have also seen the extensive development of a 
third great agency of transportation; namely, state and national high- 
ways. The construction of hard-surfaced long distance highways was 
undertaken primarily for the purpose of accommodating passenger au- 
tomobiles, mainly pleasure bent, but as soon as these highways became 
available long distance truck traffic of course became possible; hence a 
new and very significant competing transportation agency arrived. 

These new super-highways were laid out without the slightest refer- 
ence to the existence of rail or waterway transportation facilities. They 
have been conceived as a wholly independent form of transportation ; and 
it is safe to say that neither state governments nor the federal govern- 
ment until the last few years have ever given the slightest thought to 
the relation of highway transportation to national transportation policy 
as a whole, 

During the last thirty years, also, we have witnessed the development of 
an extensive pipe line milage and the substantial beginnings of air trans- 
port. The construction of oil pipe lines began as early as 1860 but the 
rapid growth of this specialized form of transportation dates from about 
1900. At that time there were from 10,000 to 15,000 miles of pipe lines 
in the country, mainly east of the Mississippi River. At the end of 1931 
there was a total oil pipe line mileage of 111,000 miles, equal to about 
45 per cent of the total railway mileage of the country. Gasoline pipe 
line mileage aggregated 8,210 miles. 

In the light of this summary history, it is readily apparent why we 
do not possess in this country a unified national transportation system 
or anything resembling a national transportation policy. The net result 
of our haphazard transportation development has been to give us a 
great excess of transportation capacity, even in normal times, unreason- 


*On the Panama Canal, on the other hand, tolls are charged. 
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ably high transportation charges, and a heavy and quite unnecessary 
burden upon the American taxpayer. 


Pouicies REauUIRED FoR SounpD TRANSPORTATION UNIFICATION 


We turn now from contemplation of the existing state of affairs ty 
the problem of co-ordinating our transportation agencies in the light 
of sound national! policies. I shall confine myself to a statement of the 
basic principles involved. Discussion of the need of co-ordination or ui- 
fication of transportation agencies usually proceeds upon the basis of 
well-soundinz but hazy generalizations to the effect that each form of 
transportation has its logical place in the transportation system as 4 
whole, and that each should therefore be retained and assigned its proper 
place. But such a statement is based on no clearly defined principle. 
It suggests no test for determining the proper place of each type of 
transportation agency. The preliminary necessity is to set up a stand- 
ard for judging what forms of transportation are best adapted to our 
needs. 

The primary transportation requirement may be stated very simply: 

We, the people, require of our transportation agencies one primary 
thing; namely, the movement of commodities and people in the cheapest 
and most efficient manner possible. In pursuit of this objective there 
should be no predisposition to favor any particular type of transporta- 
tion agency. It is immaterial whether all traffic moves by one form of 
transportation or another; whether certain types of traffic are carried 
exclusively by some particular agency; or whether all forms of trans- 
portation are used as parts of a co-ordinated system. The primary re 
quirement is that freight and passenger traffic shall actually move by 
the particular transportation agency, or combination of agencies, which 
can carry it, all elements of cost considered, in the most economical and 
serviceable way. 

What changes of policy are required in order to make sure that the 
test of economic efficiency will be applied in connection with the further 
development of transportation in the United States? The answer in ger- 
eral terms is that all forms of transportation must be placed on a basis of 


economic parity or equality. In specific terms, this means that all trans- 
portation agencies must be treated exactly alike: (1) in the matter of 
government financial aid; (2) with reference to taxation; and (38) as 
to regulation. When this is done, traffic will automatically move over 


that agency which can render service at lowest cost. But so long as any 
particular type of ‘transportation agency is given special advantages, 
in the form of subsidies from the government treasury, exemption from 
taxation, or freedom from the regulation of rates, standards of service, 
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wages, etc., traffic may be artificially diverted to the less economical 
type of carrier. 

Existing national policies result in a complete lack of economic parity 
or equality as between our various transportation agencies. The facts 
in brief with reference to subsidies, taxation, and regulation respectively 
are as follows: 

1. Government subsidies to transportation. Oil and gasoline pipe 
lines obtain no subsidies or free service of any kind from the government. 
The railroads, taken as a whole, have received in the form of early land 
grants and other financial aids a subsidy equivalent to approximately 4 
per cent of the book value of their properties*—though many indi- 
vidual roads have received no grants of any kind. In return for land 
grants, railroads are bound by agreement to carry mail and military 
supplies and troops at low rates. Air transport receives large financial 
aid through mail subsidies and the contribution of municipal airports. 
Federal aid to air transport during the fiscal year 1932, for example, 
amounted to $26,774,027, as compared to contributions from passengers 
and postal patrons of approximately $15,000,000. 

The highways are constructed chiefly by local and state governments, 
with some aid from the national government. Immediately speaking, 
a new highway, or highway system, imposes large, direct burdens upon 
the taxpayers for capital and maintenance charges. The policy has 
gradually developed, however, of recouping costs borne by the govern- 
ment through the levying of registration fees and gasoline taxes. By 
1930 it appears that for the country as a whole, with the situation vary- 
ing widely in different states, the income from special motor vehicle taxes 
levied against the users of state highways covered approximately 80 
per cent of the costs assignable to state highways.‘ In the case of local 
road systems, however, highway users’ taxes covered only about 20 per 
cent of the costs involved. 

In the case of inland canals and canalized rivers all the capital costs 
and maintenance charges, as indicated above, are borne by the govern- 
ment, and in some cases the government itself operates barges on a 
basis which is not self-sustaining. The extent of government subsidies 
to water transportation, expressed in terms of ton-mile rates for pur- 
poses of comparison with rail and water charges to shippers, may be 
indicated by a few concrete examples. 

On the New York State canal system the cost to taxpayers, for 
overhead and maintenance charges, amounted in 1981 to 7.84 mills per 
ton-mile. The actual freight rates paid by shippers on the New York 


ae oe see Moulton and Associates, The American Transportation Problem, 
pp. 466-68. 


‘Exclusive of city streets which form integral parts of state highway systems. 
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canals averaged about 4.5 mills, The inclusive cost of water transpor. 
tation on the Erie is thus 12.34 mills per ton-mile—which is equivalen} 
to 14.81 mills in terms of the shorter railroad mileage between Buffal, 
and Albany. The average freight rate per ton-mile on the New York 
Central Railroad in the same year was 9.87 mills; on the Erie Railroad, 
9.72 mills; and in the central eastern region as a whole, 10.82 milk, 
These rates represent the average on all classes of freight, while th 
water traffic consists largely of bulky commodities. Mention may also hk 
made of the fact that out of the rate paid by railroads provision had 
to be made for taxes, equivalent to approximately .8 mills per ton-mile 

On the Ohio River the government subsidy to shippers amounted jn 
the fiscal year 1931-82 to 7.46 mills, while the rates to shippers aver- 
aged approximately 6 mills. Since the distance between river points js 
typically from 40 to 50 per cent greater by river than by rail, the in- 
clusive water rate, in terms of rail mileage, is 18.84 mills. This may k 
compared with average rates on the Chesapeake and Ohio Railroad of 
5.97 mills per ton-mile. The foregoing figure for the government subsidy 
is computed on the basis of total traffic, including the non-revenue ton- 
nage arising from the government’s dredging and construction opers- 
tions. For the commercial traffic, of which about 85 per cent is coal and 
coke, the subsidy amounts to something like 22 mills per ton-mile. 

It is of interest to note how and when non-revenue tonnage came to 
be included as water traffic. Prior to 1924 sand and gravel dredged from 
river channels and other tonnage growing out of construction work, like 
railway non-revenue traffic, were not included in the traffic figures. But 
in that year Mr. A. H. Ritter, statistician for the United States Corps 
of Army Engineers, thoughtfully broadened the method of compiling 
waterway traffic data to include everything. During the last decade of 
large waterway expenditures the non-commercial traffic has naturally in- 
creased with great rapidity, and has served as very useful “evidence” 
before Congress as to the successful results of our waterway policy. 
With this non-commercial traffic excluded, the total traffic on the Ohio 
River in 1980 appears not appreciably greater than in 1905. 

On the Missouri River between Kansas City and St. Louis the gor- 
ernment’s subsidy amounts to something like $8,000 a ton for the com- 
mercial traffic moved. In 1929, the last year for which the non-revenue 
and commercial traffic are shown separately, the traffic in government 
materials amounted to 1,157,553 tons, and the commercial traffic to 
779 tons. This 779 tons consisted of 750 tons of logs, 10 tons of horses 
and mules, 6 tons of cattle and hogs, 6 tons of corn, 4 tons of machiner’. 
and 8 tons of “all other.” To move this traffic at a saving to shippers of # 
few thousand dollars the unwitting taxpayers contributed $6,090,294. 
I say unwitting taxpayers because, under a system where the overhead 
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osts of transportation are borne by the government, the facts as to the 
osts involved on any particular project lie buried in the general ac- 
ounting figures of the Treasury, and become known only when someone 
oes to the trouble of extracting the expenses in connection with spe- 


cific projects and allocates these charges to the traffic moving over the 
routes in question. 


2. Taxation. The practice with reference to the taxation of the sev- 


eral types of transportation agency vary widely. Oil and gasoline pipe 
lines pay their proportionate share of property and income taxation; 


that is to say, taxes are levied against the physical properties and in- 
come in exactly the same way that they are levied against the property 
and income of other business enterprises. Railroad taxes are also levied 


in accordance with general taxation principles. The property taxes ap- 
ply both to land and fixed capital investment and rolling stock. Airplane 


companies are subject to taxation both on the property invested in air- 
planes and on income; but they of course pay no taxes on municipal 
airports. Boat companies are obliged to pay taxes on the property in- 
vested in boats and on income; but the water highway, whether river or 
canal, is untaxed. Nor do the boat companies pay taxes on municipally 
contributed piers and shipping facilities. 

The tax issue with reference to the highways is a confused one and 
requires careful analysis. So far as personal property and income taxes 
are concerned, the situation is clear. Personal property taxes on motor 
vehicles and income taxes on motor vehicle companies are in general 
levied in accordance with the same principles that govern the taxation 
of other types of property and business income. There is, however, a 
great deal of variation in the practice among the several states with 
reference to the levying of such taxes. 

The confusion and the issue arise chiefly in connection with registra- 
tion fees and gasoline taxes, which are usually designated as “special 
motor vehicle taxes.” These so-called “taxes” are not, strictly speaking, 
taxes at all, as is readily revealed by comparison with railroad taxation. 
The railroad company covers the cost of its right-of-way and the main- 
tenance thereof from revenues derived from freight and passenger rates. 
That portion of the revenues which is assigned to cover capital charges 
is called interest or dividends, and that which goes for maintenance is 
a part of the cost of operation. If the contributions of highway users 
in the form of gasoline taxes and license fees are sufficient merely to 
cover capital costs and maintenance charges incurred by the state, they 
represent only the equivalent of interest and maintenance charges among 
the items of railroad expense. After meeting interest and maintenance 
charges, the railroads must, however, pay taxes on their physical prop- 
erties for the general support of government. Not until the proceeds of 
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gasoline taxes and license fees exceed the capital and maintenance charge 
on the highways borne by the state will they be contributing anything 
to the general support of government; and not until they do contribute 
something for the general support of government can such levies be 
properly regarded as taxes. 

Two issues are involved in the question as to whether these special 
motor vehicle levies should be made to exceed the costs incurred by the 
state. The first is a question of equity in taxation. If the value of land 
in public highways is not taxed—as is the case if gasoline and license 
taxes cover only capital and maintenance charges—the tax burdens 
on other properties must be proportionally heavier. Why should a piece 
of land carved out of farms to permit the passage of a railroad be 
taxed, and a similar piece carved out for the purpose of a highway not 
be taxed? The second issue relates to the problem of economic parity in 
the matter of transportation. If highway real estate property is ur- 


taxed while the railroads and pipe lines are taxed, the latter are to 
that extent clearly placed at a competitive disadvantage. This may 
mean that traffic is diverted from one agency to another, not because 
of greater transportation efficiency but simply because of unequal tax 
burdens. 


3. Regulation. Similar variations exist with respect to transportation 
regulation. Our various agencies of regulation are wholly unco-ordinated 
and the policies that have been developed are often conflicting in pur- 


pose. Oil and gasoline pipe lines are under the general supervision of 
the Interstate Commerce Commission, but there has been little attempt 
to control rates or other elements of the business. Air transport regula- 
tion falls under both the Department of Commerce and the Post Office 
Department, and regulation is confined to problems of safety. 

The regulation of motor vehicles is subject to state laws governing 


the use of the public highways. The regulations are concerned mainly 
with questions of public safety, including liability for damage or in- 
jury; the types, equipment, dimensions, and load limits of vehicles; the 
qualifications and working hours of operators; and the conditions of 
operation, including speed, signals, interference with the normal flow of 
traffic, etc. In the absence of federal regulation the states also exercise 
a measure of police control over interstate motor carriers, requiring 
them to conform to certain general rules and regulations. The highways, 
so far as the federal government is concerned, are under the jurisdiction 
of the Bureau of Public Roads of the Department of Agriculture. There 
has been little regulation of wages and working conditions and virtually 
no regulation of rates. 

The following federal agencies are concerned, in one way or another, 
with waterways and shipping: the Interstate Commerce Commission; 
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the Corps of Engineers of the War Department; the Bureau of Light- 
houses of the Department of Commerce; the Bureau of Navigation and 
Steamboat Inspection of the Department of Commerce; the Coast Guard 
of the Treasury Department; the United States Shipping Board; and 
the Inland Waterways Corporation of the War Department. Regula- 
tions are confined largely to safety considerations. The rates which in- 
land water carriers may charge are not regulated, nor are the wages 
and working conditions controlled. Interstate coastal rates are under 
the control of the Shipping Board, but until very recently, at least, there 
has been no semblance of control. 

The regulation of railroads extends to nearly every phase of the busi- 
ness, and is carried on by both federal and state governments. It covers 
such diverse problems as safety requirements and labor conditions; 
capital issues, reorganizations, and consolidations; the construction of 
new lines or extensions, and the abandonment of existing routes; and 
the establishment of just and reasonable rates—both specific rates and 
the general level of charges. 

The scattering of our regulatory agencies over many departments 
of government inevitably results in varied and conflicting policies. The 
very system, moreover, militates against thinking in terms of transpor- 
tation as distinguished from each particular form of transportation. 
We cannot make even a beginning toward the establishment of an eco- 
nomically sound national transportation system until our system of 
regulation is unified. Efficient co-operation in the movement of traffic 
by the cheapest possible agency, or combination of agencies, cannot pos- 
sibly be realized under an unco-ordinated regulatory system such as 
we now possess. Unified federal control is essential for the establishment 
and carrying out of such a principle. 

V Economie parity and the movement of traffic at lowest actual cost, 
it should be repeated, can be accomplished only when all forms of trans- 
portation are treated exactly alike in the matter of government subsidy, 
taxation, and restrictive or other regulations. This means—assuming the 
government is not also to subsidize railroads—that tolls on waterways 
must be levied for the purpose of covering capital and maintenance 
charges now borne by the taxpayers. It means that aids to air transport 
companies, in the form of mail subsidies or otherwise, should be rapidly 
reduced as this transportation industry emerges from the stage of in- 
fancy. It means—assuming that the present taxation system with refer- 
ence to railroads and pipe lines is retained, as I think it should be—that 
the special autemobile taxation, in the form of registration fees and 
gasoline taxes; must be increased until the users of the highways contrib- 
ute, over and above the capital and maintenance charges borne by the 
state, a sum equivalent to the taxes now levied on railroads, pipe lines, 
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etc. It means that similar regulatory principles must be established for 
the several forms of transportation. 


TRANSPORTATION COMPANIES AND CO-ORDINATION 


There appears to be little possibility for effective co-ordination of 
our transportation agencies in the common business of transporting 
goods so long as they remain as separately organized competing con- 
panies. What we need is a system which will make it possible to move 
goods from point of origin to point of final destination with the mini- 
mum cost—which may mean in one case that they would move all the way 
by water, by rail, or by truck, whereas in other cases it might mean a 
utilization of several types of transportation agency. So long as the 
various agencies of transportion are independent each one always desires 
to move the traffic all the way, or as far as possible, over its facilities, 
There is thus always an attempt to make rates so as to accomplish this 
purpose. 

The fundamental difficulty cannot be solved by having the govern- 
ment arbitrarily adjust rates so as to make traffic move part way by 
one agency and part by another—for the question of the cheapest route, 
all factors considered, varies with different consignments and their vary- 
ing requirements. Such a problem can be handled effectively only by a 
single transportation company having freedom to use the various forms 
of transportation in whatever combination experience may prove to be 
the most economical in moving goods or persons from any place to 
anywhere. The public is interested only in having commodities moved 
from point A to point B as cheaply and as efficiently as possible, and 
has no concern with whether it moves by a single agency or by a con- 
bination of several agencies. 

The fear which some express that if railroad companies, for example, 
were permitted to engage in other forms of transportation they would 
proceed at once to throttle competition, regardless of transportation 
economies, seems groundless. A railroad company, converted to a trans- 
portation company, would still be interested in maximum profits; and 
if it proved cheaper to send certain commodities, or for that matter all 
traffic, by truck, or bus, or airplane, or boat as the case might be, such 
companies would be shortsighted indeed if they failed to use these alter- 
native agencies. The moment a railroad company becomes a transporta- 
tion company the point of view of the management with reference to 
using trucks, or busses, or airplanes automatically changes. 

It is recognized, of course, that the establishment of transportation 
companies would mean the abandonment of competition between the va- 
rious types of transportation agency as a means of regulating rates. 
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The transportation business would become more completely a monoply 
than ever before. 

The attempt to control railroad rates by means of competition has, 
in my judgment, never been a sound method of regulation. It has led 
to extensive duplication of transportation facilities and imposed enor- 
mous burdens alike upon the taxpayers and the shipping public. Con- 
sider, for example, the expenditures now being made on the upper Mis- 
sissippi River. The shippers in the upper Mississippi territory do not 
expect to ship any great quantity of goods over the improved Missis- 
sippi; but once they get potential water competition they will be in a 

osition to demand a reduction of railroad rates. Thus we expend hun- 
dreds of millions of dollars, not because additional transportation fa- 
cilities are needed or because the costs of transportation would thereby 
be reduced but merely as an indirect means of forcing a reduction of 
railway freight rates, which the Interstate Commerce Commission al- 
ready has power to reduce if considerations of public policy demand it. 

If all our forms of transportation were placed upon a basis of eco- 
nomic parity, with the full costs of transportation imposed where they 
belong—upon the shippers—and if then the business of transportation 
were allowed to be conducted by transportation companies, the entire 
problem of transportation regulation would be enormously simplified. 

Railroad consolidation in one degree or another is currently being 
regarded as an essential step in the process of reducing the burden of 
overhead railway charges and of effecting economies in operation. I am 
inclined to believe that the economies which are possible can be achieved 
in fullest measure through a completely unified system—though perhaps 
a number of great systems would possess compensating advantages. 
In any case, the ultimate possibilities for economy in transportation 
can be realized only when the railroad system is thoroughly co-ordinated 
with other forms of transportation. What we require is a completely in- 
tegrated national transportation system conducted by transportation 
companies—with the public interest protected by means of appropriate 
federal regulation. 


REGULATING THE LEVEL oF TRANSPORTATION RATES 


Transportation is a public utility, and, whether it is conducted by 
specialized types of agencies or by integrated transportation companies, 
the interest of the public in good service and in just, reasonable, and 
non-discriminatory rates must be protected by the Commission and the 
courts. The regulation of rates involves always a two-fold problem: (1) 
to ensure that particular rates shall be fair and equitable; and (2) to 
protect the public from possible excessive rates for railway services as 
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a whole. The discussion which follows pertains only to the latter prob. 
lem. 

The history of discussions of the principles of rate regulation and of 
our experience in attempting to regulate railway rates is illuminating 
in more ways than one. First, it reveals that professional economists, 
lawyers, commission officials, and jurists alike have, in many cases, al- 
lowed their reasoning to be profoundly influenced by their particular in. 
terests and desires. Second, it shows that under a system of independent 
or competing transportation companies, regulation of the general leve 
of rates with a view to ensuring fair profits for the roads as a whok 
is impracticable. Third, it indicates that instead of a single theory of 
rate regulation, applicable at all times and under all circumstances, the 
conditions of a dynamic society require a pragmatic theory of rate 


making. Each of these statements necessitates at least a brief explana- : 
tion or justification. id 
1. Changing interests and shifting views. The record shows clearly a 

that views as to the relative merits of the cost of production and the a 
cost of reproduction principles of rate regulation have shifted with _ 
changing conditions. In the nineties, when the cost of reproduction was Hie. 4 

below original cost, the railroads insisted that the proper basis for ad- : 
ay 
justing rates was the actual amount of investment that had been made. th | 

On the other side, the defendant of the public’s interest, William J. th 
e 
Bryan, argued vigorously in Smyth v. Ames (1898) for the reproduc- F 
an 
tion cost theory on the ground that the public was entitled to the bene- the 

fits of progress. With the subsequent rise in prices, particularly during 
wer 
the World War period, the carriers became stanch advocates of repro- 

en 
duction costs, whereas the representatives of the public contended that 4 
such a principle was indefensible. For example: ae 

Where the financing has been proper, the cost to the utility of the capital required to 7* 
construct, equip, and operate its plant should measure the rate of return which 
the Constitution guarantees opportunity to earn. .... The rate base would be ascer- cay 
tained as a fact, not determined as a matter of opinion..... It would, when once made - 
in respect to any utility, be fixed for all time [italics mine], subject only to increases gr 
to represent additions to plant, after allowance for the depreciation included in the roé 
annual operating charges.® ru 


So long as the cost of reproduction remained higher than original 
cost, the railroads continued to favor the former, and defenders of the 
public interest continued to favor the latter. But since the great de 
cline in prices that has occurred during the last four years and the dis- 
covery that something like 25 per cent of our total railroad mileage 
should be scrapped in the interest of the public welfare, views are again 
rapidly shifting. Railroads and investors would be happy indeed if they 
could be guaranteed a return on the basis of original cost; but, on the 


*Mr. Justice Brandeis, in Southwestern Bell Telephone Co. v. Public Service Com- 
mission of Missouri, 262 U. S. 276, 306-07, 1923. 
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other hand, guardians of the common weal find it difficult to believe that 
the public should be expected to pay rates which would cover the costs of 
obsolete properties and permit the payment of interest upon the high- 
cost investments of pre-depression days—however prudent they may 
have appeared at that time. It is insisted that the capital structure on 
which charges are to be met should be reduced far below the physical 
valuation figures compiled by the Commission. 

2. Impracticability of adjusting the rate level. Our experience in the 
decade following the passage of the Transportation Act in 1920 has 
conclusively shown the impossibility of regulating the general level of 
rates of a large number of railroad corporations so as to give the roads 
as a whole a fair return on the investment. Two primary difficulties have 
been disclosed. 

The first is the impracticability of the engaging but ill-conceived “re- 
capture” principle, under which the excess earnings of certain roads 
would be turned into a common pool. All parties in interest, including the 
Commission, are in agreement that this scheme will not work, and the 
“recapture clause” has fortunately been repealed. 

The second difficulty arises from the differing conditions that exist 
in different parts of the country and the variety of considerations that 
have to be taken into account in fixing rates. Between 1920 and 1930 
the Commission made little, if any, use of its physical valuation data in 
the adjustment of the level of rates. The horizontal increase of freight 
and passenger fares in 1920 was, in fact, justified partly on the ground 
that a larger aggregate return was desirable; but the expected results 
were nullified by the industrial depression which shortly followed. The 
general reductions in rates granted in 1922 were not made with a view 
to decreasing excessive railroad earnings but in the hope that lower 
rates might increase traffic and revenue. Trunk line class rate advances 
in 1930 were based on the two-fold consideration of financial need and 
capacity of the traffic to bear some increase. The increases of 1931 were 
granted not in the thought that they would ensure a fair return on rail- 
road properties as a whole but only as a means of forestalling bank- 
ruptcies, if possible. 

Experience has also demonstrated that it is impossible to adjust rates 
from year to year so that all of the railroad systems of the country will 
enjoy stable earnings, with none obtaining excessive returns. The Com- 
mission recognizes “the great practical difficulties in attempting to main- 
tain, even approximately, a constant level of railroad net earnings, re- 
gardless of changes of one sort or another in economic conditions.” 
There would be difficulties involved even if we had a single transporta- 


*72 Cong. 1 Sess., Railroad Legislation, Hearings on H. R. 7116 and 7117 before 
the Committee on Interstate and Foreign Commerce, 1932, p. 14. 
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tion company for the United States as a whole. When we have a larg 
number of independent companies operating under widely varying con. 
ditions the difficulty becomes an impossibility. 

8. Need of a fiewible rate theory. No single theory of rate-making 
can prove satisfactory when prices and economic conditions are fluctuat. 
ing; and if prices and conditions do not fluctuate then it makes not 
the slightest difference whether the original cost or reproduction cos} 
principle is utilized. In a period of rising prices the original cost theory 
protects the public from higher rates than are necessary to ensure 
adequate railway service; while in a period of falling prices the utiliza. 
tion of this principle prevents the public from procuring as low rates a; 
might be obtained without handicapping transportation development, 

Under no single principle of valuation can we escape the effects of 
the problem produced by general price fluctuations and by technological 
changes. The acceptance of either the investment or the reproduction 
cost principle as the sole basis of rate regulation would mean, for example, 
that owners of obsolete lines should now somehow be permitted a re 
turn upon the investment—computed on one cost basis or another. 

We live in a world of constant change, and we must accordingly have 
a flexible theory of rate-making. What we want is a transportation 
system that will adequately perform the transportation service required 
at a given time, expand or contract to meet the varying needs of con- 
merce, and also provide, in so far as possible, the stability which is 
required in the interests alike of shippers, investors, laborers, and the 
taxpaying public. 

The rule of rate regulation recently suggested by the Interstate 


both 
Commerce Commission merits endorsement. It reads: ad 
In regulating the general level of rates, fares and charges, the Commission shall, toe 
among other things, be guided by the need for producing, so far as possible, revenues ion 
which will be sufficient for the maintenance of an adequate national railway trans- 
portation system; and also shall recognize the principle that the railroads may tinu 
justly earn a surplus in times of prosperity as a safeguard against deficiencies in P 
times of depression. 
seng 
If the word “railway” be dropped, this statement would apply to the gree 
type of transportation system which we have discussed in the preceding i aut 
section. esp 
This suggested rule of rate-making allows for flexibility in administra- stat 
tion, emphasizes the duty of the carriers to provide the most efficient Hi ly s 
possible transportation service, and recognizes the necessity of earning mil 
revenues sufficient to permit the roads to obtain the capital that 1s esti 
necessary for the efficient conduct of transportation. At the same time, 199 
it does not imply the indefinite maintenance of obsolete railroad proper- roa 
ties or a level of rates out of line with the changing level of other costs ton 


and prices. 
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arg: CORRELATION OF RAIL AND HIGHWAY TRANSPORTATION 
con- 
By Wiiu1am J. CunnINGHAM 

Harvard University 

not In the title of this paper the word “correlation” is chosen instead 
oon f the more commonly used word “co-ordination” because the latter 
€0r} Beword, in its principal meaning, connotes equality of rank or importance. 


The word “correlation” avoids the connotation of equality but otherwise 
the two words carry the same idea; namely, that of putting two or more 
things in mutual or reciprocal relationship. The two things in this case 
are railroads and commercial motor vehicles. 

The railroads are now in their second century. The motor truck 
as an effective agency in the transportation of commodities is less than 
twenty years old. The period of effective use of the motor bus as a 
passenger carrier is even shorter, but since 1920 both the truck and 
the bus have had rapid and spectacular development. The railroads 
were slow in recognizing the potentialities in commercial highway trans- 
portation when the competitive threat first appeared, but they are now 


tion thoroughly conscious of its importance and further possibilities. The 
ured HRS oolden opportunity to use the new agency as a correlated supplement to 
¥ the rails was allowed to pass. The policy of indifference left the field of 
18 


motor vehicle development to others and the later efforts of the rail- 
roads to stifle the growth in highway transportation were as ineffective 
as they were shortsighted. Since 1923, a substantial part of the traffic, 
both passenger and freight, formerly monopolized in large part by rail- 
roads, has gone to busses and trucks, and the public reaction has been 
to extend a helpful hand in granting comparative freedom from regula- 
tion and generous terms for highway use, while at the same time con- 
tinuing the full measure of regulation of railroads. 

Passenger traffic by rail has been decreasing steadily. The rail pas- 
senger miles of 1982 were but 86 per cent of those of 1920. By far the 


) the HAP greater part of these losses are the result of greater use of the private 
ding > automobile but in absolute totals the passenger miles produced by busses, 

especially during the past five or six years, are impressive. The Inter- 
stra- state Commerce Commission in 1932 expressed the opinion that,’ general- 
cient J ly speaking, from 20 per cent to 80 per cent of the railroad passenger- 
ning mile losses have been to organized highway operations. The Commission 
at 1s estimated further that the ton-miles produced by intercity trucks in 
time, 1928 were equivalent to 4.7 per cent of the ton-miles produced by rail- 
a roads. Since then the truck-borne tonnage, in proportion to rail-borne 
rosts 


tonnage, has been steadily increasing, and is now equivalent to more 
*“Co-ordination of Motor Transport,” 182 I.C.C. 400. 
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than 10 per cent. The seriousness of the situation from the railroad 
viewpoint is even greater when considered in terms of revenue, Th 
greater part of the lost tonnage is in merchandise and other high grade 
freight which take the higher class rates. 

The main purpose of this paper is to suggest that while the early op. 
portunity of bringing about effective and desirable correlation of th 
two agencies was missed by the railroads when its effectuation would 
have been surrounded by the minimum of difficulty, the desirability oj 
such correlation is greater now than it was in earlier years. Even thou 
the opposition to such correlation may now be more formidable thap 
it would have been twelve years ago, before the truck and bus organiz- 


tions had demonstrated their effectiveness, nevertheless, it is still pos. Cor 
sible to bring about correlation on a comprehensive scale.’ Such action means 
would be beneficial to highway transportation as well as to rails, and Me and a 
would be in public interest. pleme 

The seconaary purpose of this paper is to draw attention to the wide Mg ™re 
range of diversity in the policies of the several states in the nature and po! se! 
extent of public regulation of commercial highway transportation, the be 
lack of agreement on principles fundamental to the determination of Mm ‘reig! 
fair taxation or other charges for highway use, and the failure of the mg S¢™V! 
federal government to exercise in the field of interstate highway trans J 2Vol\ 
portation the regulative principles enforced continuously and in grow- fmm € su 
ing degree upon railroads since 1887. A reasonable degree of uniformity JR P'°V! 
in state regulation, agreement on a rational basis for the division of im S¢™V" 
highway costs, and the extension of federal control over interstate JE PY & 
traffic by highway as well as by rail, are all desirable ends in themselves, i "°t 0 
Preferably they should precede rather than follow the correlation of train 
the two transportation agencies on a comprehensive scale. their 

The acid test to which all such proposals should be subjected is that i tme 
of public interest. The public is interested in having at its disposal 9 ‘rats 
transportation that is economic, adequate, dependable, expediticus, and picki 
flexible.Public interest, moreover, requires that each agency of trans- than 
portation shall have a true economic basis and that public policy toward # ™¢an 
each agency shall be equally fair. One agency should not be burdened by # ¥@Y 
regulation and taxation relatively heavier than that imposed upon an- 9 °P*™' 
other. Public interest requires also that the agencies of transportation i * © 
shall be progressive in the adoption of new improvements, so that the He W 
public may, in lower costs or better service or both, enjoy the advantages Mm ‘Tn 
inherent in advancement in art and science. Public interest may, there- emb1 
fore, be served by a policy under which a new agency, with promising high 
possibilities in certain services economically superior to the old, is en Bm 8°V¢ 
couraged during the early period of development. But, once beyond the we 

n 


experimental period, the new agency as well as the old should be re 
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uired to justify continuation by competition on even economic terms. 
f, under reasonable equality, the newer form demonstrates its economic 
uperiority it would be unsound public policy to attempt, for the pro- 
tection of the older form, to stay the relentless forces of obsolesence 
and supersession. The forward-looking policy is not one of offensive 
struggle on the part of motor vehicles to cut deeper and deeper into rail- 


vuld agroad traffic, nor a defensive struggle on the part of railroads to hold 
y of down losses by wasteful competition and hampering the progress of the 
ugh faenew competitor. The sound policy is one of correlation of the two forms 
han famand one of greater use of the new form within the organization of the 


old. 

Correlation of rail and highway transportation as here contemplated 
means that railroads would be permitted, under appropriate legislation 
and adequate governmental supervision, to use trucks and busses as sup- 
plementary agencies on the public highways where such vehicles are 
more economical and provide a more flexible and otherwise better type 
of service than can be given by rails alone. It means that there would 
be universal adoption of the principle of collection and delivery of 
freight and possibly, if public demand therefor exists, door to door 
service for passengers. It means that many terminal operations now 
involving the movement of freight cars through metropolitan areas would 
be supplanted by truck service, thereby relieving railroad facilities, im- 
proving service in congested areas, and reducing costs and improving 
service on light-traffic branch lines. It would widen the zone of railroads 
by extending their highway service to sections, both urban and rural, 
not now directly served by rail. It would mean that through passenger 
trains would be relieved by supplementary highway service of some of 
their local stops and thereby enabled to make the through run in shorter 
time and with a more even load; and that in freight service the concen- 
tration of small shipments at transfer points, and the dropping and 
picking up of tonnage at local stations, would be done better by trucks 
than by the slower and more expensive way-freight trains. It does not 
mean, however, that the railroads alone would control commercial high- 
way transportation. The highways would still be open to independent 
operators who would, on even terms of regulation and taxation, act as 
a competitive check on railroad service. 

While this paper deals only with the correlation of rail and highway 
transportation, such correlation ideally should go further. It should 
embrace air and water transportation as well, assuming here, as in 
highway transportation, that there would be adequate regulation by 
governmental authority. The desirable development is to get away from 
uneconomic waste in the unnecessary duplication of facilities and service, 
and to create unified transportation companies instead of separate rail- 
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road companies, truck companies, bus companies, air line companies an 
water line companies, each competing not only with rival agencies by 
also with each other. Public interest would be protected by competitio, 
between each of the small number of co-ordinated transportation system; 
in each region, as contemplated in the Interstate Commerce Commission’; 
plan for consolidating railroads. Under such correlation of the several 
agencies within the one transportation company, and the stimulus of 
competition between the companies in each of their several departments, 
there should be no retardation of further development in any singk 


t 
agency, such as motor vehicles, when the economic or social desirability a. 
is clear. On the other hand, the present uneconomic struggle of the rail Th 
roads to hold to the rails local traffic which the motor vehicle can handle MM of a. 
better and at lower cost, and the uneconomic efforts of the motor vehick Hit ion | 
operators to capture a larger and larger part of long-distance traffic HMM raffi 
which the railroads can move as quickly and at lower cost, would kk As 
avoided. In the long run the general public must pay the cost of uneco- HB not a 
nomic transport even though a few shippers may directly benefit for « HM or w! 
time when the competitive struggle of the two types of transportation HMM of st: 
leads one or both into cutting rates below the cost of service. of la: 
Here and there throughout the country we find examples of correla- HMM high 
tion of the kind here advocated. Collection and delivery of freight, longa termi 
successful practice in England and Canada but held back here because vehic 
of inertia and false fears of complications, is now well established. Here of ve 
and there also we find examples of economic use of trucks and busses trail 
as substitutes for local trains in metropolitan areas and for all trains the r 
on unimportant branch lines. But by and large the possibilities have HM A sir 
been realized in but small degree. On the one hand, we find progressive and 
managements with forward-looking ideas on correlation and, on the other I assu 
hand,‘we find an even greater number of railroad executives who vigor- I in 1$ 
ously oppose “entangling alliances” of any kind with highway trans- arith 
portation. high 
For those who hold this negative viewpoint there is this to be said. fluen 
Believing, as they do, that highway transportation under present con- for. 
ditions is not only relatively free from regulation of the kind imposed resu 
on railroads but is also enjoying subsidies in the use of public high- of t] 
ways at less than full cost, they assert that the competitive relatior- We 
ships are unfair and that it is unwise to talk of correlation until the F 
competitive inequities have been corrected.4£n the meantime their energies The 
are concentrated upon the struggle to induce the state legislatures and shou 
the federal government to enact drastic regulation to curb the effective cash 
ness of highway competition. They believe that under an equal degree of life. 
regulation, and a requirement that commercial vehicles shall pay their fe 
full share of the highway costs, the railroads should be able to take 99 
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are of themselves competitively without engaging in highway transpor- 
ation. 

These and related statements merit examination. The public is con- 
used by propaganda from both sides. Much of it is a mixture of truth 
nd half-truth, and of argument sound, partially sound, and unsound. 
Infortunately the scarcity of incontrovertible fact, and the ease with 
‘hich the meager factual data may be bent to serve partisan arguments, 
bring about a situation in which the “man on the street” is bewildered 
and the qualified student of economics has difficulty in ascertaining the 
truth. 

The confusion in the situation is the result of a combination of lack 
of a national policy in highway construction and of adequate informa- 
tion in such items as true highway costs and the effect of commercial 
traffic on construction standards and maintenance expense. 

As to the lack of a national policy, it may be noted that we have 
not as yet decided whether we should build the highways for the vehicles 
or whether we should design the vehicles for the highway. The diversity 
of state regulations in such matters as maximum dimensions and weights 
of large vehicles, and the constant changes in these maxima, leave the 
highway authorities without adequate information upon which to de- 
termine highway construction standards, and likewise force the motor 
vehicle manufacturer to take chances on the design, weight, and capacity 
of vehicles for tomorrow’s use. The maximum allowable length of truck- 
trailer combination ranges from thirty-five feet to eighty-five feet and 
the maximum gross weight from ten tons to approximately sixty tons. 
A similar diversity appears in the bases for registration fees, gas taxes, 
and other taxes and charges. On a common carrier three-ton truck of 
assumed characteristics, the range in total annual fees and gas taxes 
in 19381 was from $156 in New York to $1,272 in North Carolina. The 
arithmetical average of the seven lowest states was $224. For the seven 
highest states it was $942. This wide range in fees and taxes is in- 
fluenced, of course, by differences between states in the needs for funds 
for highway construction and by the density of traffic, but it is the 
result also of variations in policy. These are not surprising in view 
of the fact that there is as yet no agreement on fundamental principles. 
We may here mention a few which are highly controversial. 

First to be mentioned is the lack of definition of true highway cost. 
There is difference in opinion as to whether construction expenditures 
should be taken as the actual cash outlay in a given year or whether such 
cash outlays should be amortized over the estimated period of service 
life. There is no agreement as to what should be taken as the service 
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life of pavement, subgrade and other elements, nor as to whether ex. 
penditures for administration and policing should be included. Her 
and there we find those who suggest that interest charges should include 
not only the actual payments on bonds and notes but as well a charg 
for the use of the capital investment in highways as they stood when 
their use by motor vehicles began. 


Next, there is the moot point of weight to be given to “community owned t 
use.” Before the advent of motor vehicles there was no suggestion, manufac 
except in the case of toll roads and toll bridges, that horse-drawn vehicles fag that cle 
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should be subjected to special taxation. The entire cost of highway 
construction and maintenance was a charge against the community and 
was paid out of funds derived by general taxation. As these costs be 
came greater, because of the higher highway standards required by auto- 
mobiles, the principle of special taxation, in the form of registration 
fees, was employed. Then came the imposition of the gas tax and greater 
refinement in registration fees, differentiation between private vehicles 
and those operated for hire, and special taxes graded according to 
vehicle-miles, ton-miles, and gross or net earnings. The process of re 
finement or elaboration was greater in some states than in other states, 
each attempting to find its individual solution. The result is forty-nine 
fairly distinct varieties of motor vehicle special taxation. 

It would not be unreasonable to expect that in the formulation of ai 
least one of these forty-nine codes the regulatory authorities would have 


found a reasonably adequate and scientific solution to the problem of The: 
division of costs. Such, however, is not the case. No regulatory body of cos 
in this country has yet decided in principle what part of highway costs privat 
should be assumed by motor vehicles and what part should be assumed than 2 
by the general public for community use—national defense, police and The ls 
fire protection, transportation of mail, and thoroughfares for pedes- busine 
trians, horse-drawn vehicles, and livestock.® additi 
The next problem is that of dividing the motor vehicle part of such vately 
cost among the several classes of vehicles and among the types and Wher 
sizes in each class. From the physical viewpoint there are three definite pirica 
classes, the passenger automobile, the bus, and the truck. Each of differ 
these three classes may, from the economic and social viewpoints, be As 
subdivided into two general classes—those used for social or other tion | 
private purposes and those used “for hire.” The “for hire” vehicles may classi 
ties r 
* That subject is discussed at some length in the report of the Royal Commission eleme 
on Transport in Great Britain presented to Parliament in December, 1980. In the opin- 
ion of the Commission one-third of the cost of the highways should fall on the general seems 
taxpayer and two-thirds should be borne by the motorist. In the report of the Royal sl 
Commission on Railways and Transportation in Canada, September, 1982, the opinion Th 
is expressed that a fair proportion chargeable to motor vehicles would be two-thirds truck, 
of the total cost of highways in urban areas “while in the more undeveloped districts ond 
us é 


the proportion might be increased.” 
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further be subdivided into common carriers (those who offer to serve 
all who may apply) and contract carriers (those who serve a few 
customers under contract). The line of demarcation between common 
and contract carriers is not clearly defined, nor, indeed, is that be- 
tween the private and the “for hire” vehicle. A substantial number of 
private automobiles are used to transport “paying guests.” The farmer- 
owned truck is essentially a private vehicle. One owned and used by a 
manufacturing company to distribute its own products comes also within 
that classification but it may perform exactly the same service as a 
“for hire” truck engaged by that company to meet a part of its high- 
way transportation needs. A substantial proportion of so-called com- 
mon carriers by highway are quasi-contract carriers. Their capacity, 
unlike that of the railroad, is not sufficient to serve all who may apply 
and in effect such operators in some degree choose their customers and 
commodities. Similarly, a substantial proportion of self-classified con- 
tract carriers are really common carriers, inasmuch as they serve more 
than a few contract customers, soliciting tonnage whenever the op- 
portunity offers, and carrying the load under whatever rate the trucker 
can get. Many of the so-called private carriers supplement their private 
service by performing for others on a “for hire” basis. Then there is 
the highly disturbing factor of the itinerant merchant-trucker who pur- 
chases coal or fruit and other produce at the mines or the farms and, 
as a private operator, transports it to market for sale. 

These difficulties in classification complicate the problem of division 
of cost between vehicles. One theory for such a division is that the 
private vehicle, not used “for hire,” should pay less for highway use 
than a similar vehicle operated to make a profit from transportation. 
The latter, to an extent, is using the public highways as a place of 
business and should pay for that special privilege as well as an amount 
additional to that assessed against the operator of the vehicle used pri- 
vately. Such a theory is recognized in about one-half of the states.‘ 
Where a differential exists against the commercial truck it is em- 
pirically set and each state has a different conception as to what the 
differential should be. 

A similar lack of uniformity exists in distributing the burden of taxa- 
tion between vehicles of different weights or capacities in the same 
classification. A study of registration fees for trucks of various capaci- 
ties reveals no common formula. In this respect, as in nearly all other 
elements in motor vehicle taxation, the underlying idea of each state 
seems to be to charge not what the vehicle cost the state in highway 

‘The study of the National Industrial Conference Board shows that for a three-ton 
‘ruck, under assumed uniform conditions of operation in thirty-seven states, in 1981, 


the average registration fees and gas taxes were $332 when used privately, $390 when 
used as a contract carrier, and $521 when in common carrier service. 
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expenditures but someone’s conception of what the owner of the vehick 
will pay without open revolt. 
«One of the greatest difficulties in the whole situation is that of agree 
ing upon the standard for a highway suitable for the private automobile 
and the standards and additional costs of highways suitable for vehicles 
of greater weight. These are engineering questions. It is reasonable to 
assume that a body of competent and impartial engineers could work 
out a formula that would be rational and scientifically sound but the 
substantial differences between states in climatic conditions, character 
of subsoil, and traffic volume are such as to furnish those who object 
to standardization with arguments against such action. Then, too, ther 
is the important fact that under present conditions the improved high- 
ways are a surprisingly small percentage of the total highways. 0f 
the total miles of rural highway, less than 12 per cent are included 
in the state highway system. The remaining 88 per cent are in the county 
and township systems. Of the total rural highways, less than 5 per cent 
are equipped with high-type surfacing and less than 20 per cent equipped 
with low-type surfacing. The problems of increments of cost for addi- 
tional thickness of pavement apply, therefore, to not more than one- 
quarter of the total rural highway system. 

Last to be mentioned in this summary of diversity and confusion in 
state policies is regulation of the issuance of licenses to operate and of 
rates to be charged by “for hire” operators. On one point there is 
uniformity. The operator of a private vehicle may operate at will, pro- 
vided he pays the registration fees, keeps within the dimensional and 
weight maxima, and observes all measures affecting safety. Ordinarily 
the “for hire” operator must comply with other requirements ranging 
from a permit, easily obtained as a matter of right, to a certificate of 
public convenience and necessity, issued, after hearing, in the discretion 
of the regulatory authority. There are wide variations in the degree 
of such regulation in the several states. 

All cf the foregoing discussion pertains to state regulation. As yet 
the federal government has not invoked its powers over interstate high- 
way transportation, although efforts to clothe the Interstate Com 
merce Commission with that authority were almost successful in the 
last two sessions of Congress. The Commission itself advocates federal 
regulation of busses but is reluctant, until it has had experience in bus 
regulation, to assume similar jurisdiction over interstate common car 
rier trucks. Under present conditions the states are circumscribed i 
their control of interstate vehicles and we have an anomalous situation 
in which two vehicles, one intrastate and one interstate, alike in al 
respects as to physical factors and nature of service, but subject to 
different degrees of regulation. 
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The foregoing recital of the many controversial elements and lack 
of uniformity in regulation and taxation of motor vehicles may seem 
to be out of place in a discussion of correlation of rail and highway 
transportation. Nevertheless, these things have a definite relation to 
correlation because the desirable degree of correlation may be much more 
readily achieved and will be more clearly in public interest when there 
js in governmental policies toward motor vehicles a closer approach to 
uniformity and consistency in regulating those things which, with re- 
spect to railroads, are now effectively regulated, and in a basis for 
special taxation which will achieve the desired end of requiring com- 
mercial motor vehicles to pay their fair share, but no more than their 
fair share, of highway costs. Correlation cannot be effectively achieved 
if one form of transportation is regulated in substantially greater degree 
than the other agency, nor if one agency has to assume the entire 
costs of its service on its own right of way and the other agency is 
granted the use of public property on unduly favorable terms. A reason- 
able degree of equality in both items is a highly desirable condition 
precedent to comprehensive correlation in public interest. 

orrelation between rail and highway transportation would be of 
benefit because it would enable the railroads, as transportation compa- 
nies rather than as railroads, to offer complete transportation service 
and thus to correct the present unsatisfactory situation in which the 
shipper in most cases must deal with two agencies. Because of the 
elimination of uneconomic duplication and overlapping of the two agen- 
cies, the public would be given a superior service at lower cost. Further- 
more, correlation, especially if preceded or accompanied by an exten- 
sion of highway regulation and a proper revision of taxation, would 
place the legitimate operator in a stronger position to meet the unfair 
competition of the irresponsible itinerant merchant-trucker who is now 
demoralizing the trucking industry as well as dealers in many com- 
modities. 

It is hardly necessary to say, in conclusion, that these benefits to the 
transportation agencies would not justify correlation unless it would 
be of benefit also to the public. That it is in broad public interest is 
clear when the advantages and disadvantages are compared. There would 
undoubtedly be opposition growing out of the belief of a part of the 
public that the continuation of independent status for highway trans- 
portation organizations would serve as an effective competitive curb 
upon railroads, and that comprehensive correlation might partially re- 
store the railroads’ former monopolistic position. Such opposition is 
likely to be strongest from the industrial traffic managers whose selfish 
interests are served better by the present conditions of unstabilized rate 
structures and cutthroat competition, especially between the truckers 
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themselves. It would be natural to encounter opposition from the smalle; 
organizations of both busses and trucks who would prefer independence 
and would object to becoming a very small part of the larger organiza- 
tion. It is obvious, of course, that if duplication and overlapping ar 
to be reduced, the net effect would be to employ fewer motor vehicle 
and a smaller number of men. 

Against these objections may be placed the larger public benefit in 
a higher quality of integrated transportation service at lower economic 
cost in a stabilized rate structure, and the greater assurance that, look- 
ing forward to better times, the nation would have an adequate, depend- 
able, and efficient national transportation system. Public interest in 
the maintenance of a reasonable and economic degree of competition 
would be safeguarded by the continued use of the highways by indepen- 
dent motor vehicle operators and by adequate governmental regulation, i unchecl 
Under the plan of the Interstate Commerce Commission, or any other Mjwhich 
similar plan for railroad consolidation, there would be a reasonable moraliz 
competition between the large systems in each region. Such competition HR’ °SS** 
between the correlated transportation companies should result in de- sue 
veloping, as a part of each system, each of the two instrumentalities of lee 
transportation—rail and highway—within its zone of economic effective auth 
ness and responsiveness to public preference, and should do much to bring HM, «at 
about the elimination of economic waste resulting under present con- HR number 
ditions from the duplication and overlapping of facilities and service. HM petition 
To quote from the findings of the Interstate Commerce Commission in It w: 
its 1982 report on Co-ordination of Motor Transportation: “Unre created 
strained competition is an impossible solution of the present transporta- H's pow 


tion problem and is incompatible with the aim of co-ordination under — 
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DISCUSSION 


J. M. Barricer, III.—Professor Cunningham’s excellent paper succinctly 
states the case for correlation of rail and highway transportation and, in so 
doing, develops important aspects of the question of regulating motor trans- 
portation. In considering the complex and dissentious subject, I have believed 
that it is important to emphasize that the fundamental necessity for regu- 
lating all forms of inland transportation arises from the joint cost nature of 
the enterprise. 

The major expenses of transportation are incurred regardless of whether 
a maximum or minimum quantity of the service is utilized and when any 
minimum unit of service is performed an additional potential, but unused, 
servce is also produced. If the latter can be sold for anything at all, be it only 
one cent, it represents a gain of that much. Such fundamental conditions, if 
unchecked through proper regulation, quickly lead to cutthroat competition, 
which is equally destructive to the transportation industry itself and de- 
moralizing to all users to whom reasonable stability and uniformity of tariffs 
is essential to orderly conduct of their business. 

This fundamental “joint cost,” characteristic of inland transportation, 
makes unregulated competition inevitably destructive. The ruinous effects 
are quite as serious to general business as to the carriers themselves. Trans- 
portation is a principal cost factor in all industrial activities, and, under 
a state of unregulated rates, the tariff discrimination obtained by the limited 
number of shippers situated in a position to benefit from the cutthroat com- 
petition becomes economically demoralizing to all industry. 

It was to bring order out of such a chaotic situation that Congress first 
created the Interstate Commerce Commission and gradually strengthened 
its powers. A uniform, published, non-discriminatory rate, approved by the 
regulatory commission as fair to all parties, is the basis of any system of 
inland transportation which can foster the general economic welfare of the 
public, its patrons, and itself. 

Rates must be made from a broad, national viewpoint. All carriers must 
be uniformly subject to the tariffs prescribed, because rates are a matter 
of vital importance to the economic welfare of communities, industries, and 
individuals. There is ceaseless controversy over rates by those striving to 
improve their relative situation, and while the existing tariffs probably are 
not regarded as ideal by either the Interstate Commerce Commission, the 
users of the railways, or the railroads themselves, there can be no doubt 
that the basic necessity of the uniform, non-discriminatory, published rate 
must be protected against all attacks of unregulated competition. 

With what has been said of the “joint cost” nature of railroad service, what 
would be the result te the Southern Pacific if it should be required to obtain 
Interstate Commerce Commission approval of its rates, publish and adhere 
‘o them, while its rival, the Santa Fe, did not have to publish rates or obtain 
Interstate Commerce Commission approval of charges and, instead, could 
name any rate which it desired and vary all tariffs at will, bargaining with 
cach shipper for whatever rate would obtain competitive tonnage? The unfair 
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handicap to the Southern Pacific, and the demoralization of the entire ra, 


structure which would follow, are too obvious to require comment. 


Unregulated motor transport is an exact parallel. 

To develop a great continental nation such as the United States, it hy 
been essential to overcome the obstacles of distance to the fullest possibj 
extent. ‘hat is, of course, the very purpose for which the railway netwo 
has been developed. However, merely providing transportation facilities jy 
only the beginning—a rate structure had to be developed to foster the basi 
purpose. 


Rates had to be made to permit the nearby and the distant producer } 
compete in the same market. To do this, the “postage stamp” principle o 
rate-making has been followed, as far as practicable, whereby rates, y 
nearly uniform as possible, are made on commodities to all markets frop 
every competitive source which has economic justification to reach it. Haj 


this not been done, a great continent could not have been developed, ani 
industrial and agricultural activity would be concentrated into very limite 
areas instead of being widely diffused. 

Such a principle of rate-making has been of paramount importance to ow 
national economic growth. It has resulted in extremely low long-haul ani 
average rates per ton-mile, but has necessarily resulted in high short-hail 


rates per ton-mile. Short-haul rates are high, in order to conform to a 
essential economic principle without which distant centers of productim 


cannot be developed, and not because the railroads cannot carry short-hail 
} 
trafic at lower rates per ton mile. 
The economic progress of the United States proves that this rate-maki 
practice is eminently sound, practical, and effective, but high short-haul rate 


enable the motor trucks, inherently high cost producers of transportatio 
(except in limited fields) to capture all of the short-haul and much of th 
intermediate distance freight, not because of fundamental economy, but be 
cause of its privilege to name any rate that will get the business, while th 
railroad must adhere to the published tariff—a case exactly parallel to tk 
suggested instance of the Southern Pacific being bound by present rate 
regulation with the Santa Fe free to do as it may choose. Trucks are join 
cost producers, just as railways; hence this analogy is correct. 

It costs trucks around five cents per ton-mile to produce freight transporte 
tion service. Railroads sell their service at an average of one cent per tor 
mile. However, due largely to the rate-making principles previously stated, 
short- and intermediate-haul rail rates average above five cents per tor 
mile, and the steam lines, being held rigidly to their published fares, ar 
unable to meet the truck competition which can charge whatever price wil 
obtain the business. The railroads cannot materially reduce short-haul rates, 
because this would remake the economic map of the United States and wip 
out many present centers of production. 

Potatoes come to the Atlantic Seaboard cities from upper New York State 
New Jersey, Maryland, Virginia, Delaware, North Carolina, Maine, Michi 
gan, Wisconsin, Minnesota, the Dakotas, and Idaho. Potatoes are a ve! 
bulky article and have a low value per unit of weight; hence, freight charg 
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re a major factor in determining markets. If potatoes from the nearest 
reas of production have any undue advantage in the matter of freight rates, 
o other states can market potatoes in the East, and the Western potato- 
rowing areas serving Eastern markets will be economically paralyzed. Rail 
ates have been established to give access to New York for potatoes from 
nany states, and it is inevitable that the short-haul rates are fairly high on 
per-ton-mile basis. Trucks take advantage of this condition to undercut the 
ate a little and take the business. The railroads could name potato rates 
emunerative to themselves so far below the trucking costs that the lost busi- 
ess would be regained, but these reduced rates, which could not be made 
ffective for long-haul traffic, would embargo distant producing centers and 
hereby undevelop the country. 

It should be noted in passing that the potato growing states of Michigan, 
daho, the Dakotas, and Minnesota are represented in the Congress by highly 
ocal Senators who would have much to say regarding change in rates, barring 
heir constituents from markets to which the latter’s products now move 
reely. 

The trucking interests know that the railroads will not and would not be 
llowed to readjust the relative rates to the disadvantage of long-haul traffic, 
o the former desire, by one excuse or another, to insure the continuance 
f present unfair advantage by attempting to convince the public that trucks 
ould not, or should not, be subjected to regulation. This condition, in a “‘joint 
ost” operation, gives an overwhelming and economically destructive ad- 
antage against a competitor respecting a published rate, and permits the 
trucks to secure much traffic where they are the high cost producer of the 
ervice, and at the same time requires increased public expenditures (over 
nd above the motor trucks’ contribution) to build and maintain highways. 
Dr. Moulton has presented a remarkably complete and concise summary 
f varying basic economic forces which have shaped the development of the 
arriers throughout the several distinctive epochs of their history. As a di- 
ector of research of the National Transportation Committee, Dr. Moulton 
repared a memorable volume, The American Transportation Problem, which 
sa veritable encyclopedia of complete and authoritative information on nearly 
very controversial phase of transportation. Based upon the exhaustive rec- 
»sporte- ford and investigation of Dr. Moulton, the National Transportation Committee 
per tot- ave expression to conclusion No. 1, as follows: 


- stated (1) Parallel lines and systems are wasteful and unnecessary. Regional consolida- 
yer ton ions should be hastened and, where necessary, enforced, looking eventually to a single 
res, att ‘ational system with regional divisions and the elimination of all excess and obsolete 

ines and equipment. Neither holding companies nor any other device should be per- 


rice wil iitted to hinder consolidation or evade the letter or the spirit of regulatory law. 


ul rates, 

nd wipe tr. Moulton has reaffirmed that conclusion today, and in so doing I believe 

as set forth the sine qua non of an enduring solution of the railway problem. 

k State, The railroad problem is entirely a matter of improving service and lower- 

, Michi #Mng rates in relation to the general price level, while fulfilling the responsi- 
a ver ility to pay employees an adequate wage and capital a fair return. The 
charges olution is obtainable through efficient railway operation, which is by no means 
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an easy task even in times of satisfactory business conditions. In the presen; 
period of extreme traffic curtailment, it is a task of tremendous difficulty, 

The most economical conduct of transportation is a problem in appliej 
physics. The physical characteristics of a railroad, that is, distance, gradg 
and curves, establish the amount of work which must be performed to mop 
each ton of train weight between initial and final termini. The economy wit) 
which this pre-established amount of work can be performed is dependern 
upon the character of the transportation facilities provided. There are marke 
differences in these two basic determinants of cost and service between the 
several divisions of any system and between individual railroads. It has bee 
proved that great economy and improved service are obtainable through cop. 
centrating the tonnage on lines selected because of superiority of physica) 
characteristics and general standard of development. 

The changing purposes which railroads serve, and the requirements exacted 
of them, necessitate constantly improving plant and facilities and technigy 
of operation. Technical development and service improvements on our railway; 
are widely heralded, but such advances always require concurrent evolution 
of the corporate structure of the properties in order not to retard operating 
progress. It is quite apparent that had railroads not amalgamated into great 
systems, but had remained as myriad, separate, and independently operated 
lines, their development would have been stunted and much of a century’ 
marvellous history of railroad development would have been lost. It is self- 
evident that railroad amalgamation has been of great national service. 

We are on the threshold of another great era of rail transportation de 
velopment. Once again the corporate structures and scope of operations wil 
have to be enlarged to permit it, and for the same basic reasons that neces- 
sitated such transitions in the past; i.e., the physical development of the prop- 
erties and the change in operating technique to be made possible and effec- 
tive must have such broad territorial scope as to entail intercorporate effect. 
This necessitates consolidation, in order to insure unified control and equal 
justice to the security holders of constituent lines, which is a condition preced- 
ent to successful expansion. 

While railways have long been conducted on a basis that might be termed 
a “large-scale operation,’ ‘“‘mass production” of transportation, which is the 
basis of present and prospective economies, is a product of comparatively 
recent technical development and improved administration. 

The improvement in operating technique supposed to result from the com- 
petitive effort of many separate lines striving with each other for preference 
and greater efficiency, is more than outweighed by the resources of the larger 
systems for developing their transportation machine. The size of the smaller 
companies, in the very nature of things, limits their possibilities. Moreover, 
the smaller companies are not financially able to carry on research and er 
perimentation to the degree possible for the principal systems, and are less 
able to scrap and write off large items of property which become obsolete, 
and thus represent the cost of progress. 

Prior to the World War, the character of the then standard equipment 
and facilities permitted a line of moderate density to operate at approx 
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nately the same unit cost as ones of heavier traffic. However, the recent 
jevelopment of super-power locomotives, car retarders, central traffic control, 
improved shop machinery, and a host of related devices, results in increas- 
ingly wide divergence between the unit cost of conducting transportation 

n . large and on a small scale. 

The solution of the railroad problem demands a recasting of routing of 
rafic in such a manner as to concentrate movement on a minimum of main 
ne mileage, selected because of its superior facilities and physical charac- 
eristics, and subsequently the development of such lines to the maximum 
peak of perfection within the limits of proper balance of new capital in- 
estment to traffic density. This requires the complete integration of the op- 
rations now conducted, necessarily without co-ordination because carried on 
by independent companies. The interests of security holders can best be 
protected through a corporate merger, in order that the future return to 
the investor will be secured by the financial results of the system as a whole, 
and not by the actual usage made of any individual constituent property. 

If our present depression was a result of overproduction, I would heartily 
agree that anything, such as consolidation of railroads, that tended to 
diminish employment per unit of service produced was detrimental, but 
overproduction has never existed and can never exist until goods and serv- 
ices are without value or utility to anyone, even if given away. The fact that 
goods exist which cannot be sold does not mean that there is overproduction, 
but that the distribution mechanism is faulty. To cut down on production, 
either in total or per individual, will merely further disorganize the dis- 
tributive mechanism and make the problem worse, rather than help solve it. 

Transportation is a distribution cost. The one way we could banish the 
depression quickest for everyone concerned, and immediately give all people 
jobs, is to reduce distribution costs to zero. Production costs can always be 
absorbed in willing markets. The breakdown comes in distribution costs, 
which restrict markets. Ask the farmer about this! Sometimes it helps to 
get a better perspective if we carry our argument to the reductio ad absurdem. 
Let us do it in the case of railway transportation. It takes approximately 
one million men to run the American railways, with present traffic. Do we 
want to take two million or ten million or one hundred million men to do this 
work? If so, would the ideal not be reached by tearing up all the rail- 
way tracks and moving the freight by wheelbarrows? On the other hand, 
would it not be advantageous to have the American railways run automati- 
cally, without any labor and without any expense, if the latter were possible ? 
Passing on the economies of such a transformation to the public would in- 
stantly create markets for all the goods that this country could possibly 
produce, and the million or two million men employed on American railways 
could be re-engaged for the expanding production of industry at wages repre- 
senting a standard of living far higher than American railways can pay. 

I say, unreservedly, that when we work, and when we tend to run Ameri- 
can railways at lower and lower cost, we are not putting men out of work, 
but we are helping to establish an economic balance in distribution, which 
is vital to the welfare of the country. If we desired to double the number of 
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men that work on American railways, and hence double their cost of opens. 
tion, I think you could completely prostrate the business and finance of thi, 
country. On the other hand, I believe if we could cut the cost of 
American railways 40 per cent, there is nothing that is within the power of 
the nation to do that can have such an instantaneous vitalizing effect 
American business. 

H. Parmerer.—These papers, by Dr. Moulton and Professy 
Cunningham, have interested me greatly, because by different approacha 
to the problem of a national transportation policy, they arrive at a commm 
conclusion. The conclusion is, in effect, that the same economic principle 
should be applied to all agencies of transport. Both papers emphasize th 
need of a broad transportation policy, rather than one dealing only with raj. 
ways, or highways, or waterways. 

Dr. Moulton says: “All forms of transportation must be placed on, 
basis of economic parity or equality.” He then proceeds to define his basic 
principle in terms of financial aid from the government, of taxation, ani 
of uniform regulation 

Professor Cunningham says: “Public interest requires that each agency 
of transportation shall have a true economic basis and that public policy 
toward each agency shall be equally fair. One agency should not be burdened 
by regulation and taxation relatively heavier than that imposed upon an 
other.” 

With these principles, whether stated in one form or another, there vill 
be no disagreement. Differences arise only when we interpret what each of 
us may mean by the words “economic parity,’ or “true economic basis.” 

My discussion of the development of this fundamental concept by the 
two speakers must of necessity be very brief. 

Dr. Moulton points to the great excess of transportation capacity that 
exists today in the United States, and lays down the economic principle that 
traffic should move by that agency which can handle it at the lowest actual 
cost, al] elements of cost considered. Professor Cunningham adds the ele 
ments of adequacy, dependability, speed, and flexibility. 

Dr. Moulton applies this general principle to the several agencies, and 
reaches the conclusion that water traffic is largely subsidized by public 
funds, and that traffic over the highways is subsidized in part. 

If I comment somewhat critically on certain features of Dr. Moulton’ 
analysis of the highway problem, it is not because I disugree with his funds- 
mental doctrines. On the contrary, he has performed a real service in isolat- 
ing and scrutinizing the elements of that complex problem. He calls for 
regulation of highway traffic, and for an economic basis for taxation of the 
commercial motor vehicle. His conclusion as to motor vehicle taxation bears 
repetition here: “Not until the proceeds of gasoline taxes and license fees 
exceed the capital and maintenance charges on the highways borne by the 
state will they be contributing anything to the general support of govert- 
ment.” In other words, special motor vehicle taxes, so-called, are not taxes 
at all, but are a form of fee or toll for the use of the public streets and 
highways. 
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Whether these fees or tolls are sufficient, especially as regards the com- 
mercial motor vehicle, to meet their proper contribution to street and high- 
way costs, is one of the highway problems to which I cannot devote time here. 
But I do take issue with Dr. Moulton’s assertion that in 1930 the income 
from special motor vehicle fees and taxes levied against the users of state 
highways covered approximately 80 per cent of the costs assignable to state 
highways. What he means, in my opinion, is that of the special levies paid 
by all motor vehicle operators, a considerable proportion was arbitrarily 
allocated to the state highways, and that that proportion supplied a major 
part—although probably not so much as 80 per cent—of the cost of state 
highway systems. Now, the terms, “all motor vehicle operators,” as I have 
ysed it, and “users of state highways,” as Moulton uses it, are two very dif- 
ferent things. These fees and taxes are paid by all street and highway users, 
not by users of the state highways only, and it has been estimated that one- 
half of the total motor vehicle miles are operated within city limits, and 
one-third of the remaining one-half on local and county roads. What we 
have, then, is a levy against millions of operators on city streets and local 
roads, the proceeds of which are diverted to the improvement and mainte- 
nance of state highway systems. 

While Dr. Moulton points out that only 20 per cent of the cost of local 
roads is met by the highway user, he makes no mention of city streets, which 
derive little benefit from motor vehicle taxation, and which are improved 
and maintained almost wholly by general property taxation, but over which, 
at the same time, one-half of the motor vehicle mileage is operated. 

In his analysis of the taxation of the several transport agencies, Dr. Moul- 
ton states that property and income taxes on motor vehicle companies are 
levied in accordance with the same principles that govern the taxation of 
other types of property and business income. He seems to have overlooked 
the fact that in some states motor vehicles are not required to pay a personal 
property tax. 

Turning now to a brief analysis of Cunningham’s discussion of correlation 
of rail and highway transport, we find him emphasizing the present confu- 
sion of thought and diversity of practice in dealing with motor vehicles and 
with highway costs in our forty-nine state jurisdictions, and the great need 
for uniformity of treatment, both state and federal. No one who has tried 
to digest existing statutes on motor carrier regulation and taxation will dis- 
agree with him. In a survey of motor vehicle transportation recently issued 
by the Bureau of Railway Economics’ effort was made to summarize the 
diverse practices of the several states, but the effort proved almost hope- 
less. We need clear and logical consideration of the whole problem, and 
we need a reasonable uniformity of approach and treatment. 

With only one finding of Professor Cunningham would I disagree. He 
rather insistently criticizes the railways for failing to foresee the poten- 
tialities of highway transport and failing to apply measures of correlation. 
The answer, as I see it, is that until highway transport is brought under 


‘An Economie Survey of Motor Vehicle Transportation in the United States, Bureau 
of Railway Economics, Bulletin 60, November, 1933, p. 219. 
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regulation essentially equivalent in its way to that of railways, there cy 
be no real correlation. Oil and water cannot be made to mix. Profesg 
Cunningham himself recognizes this fact when he says: “Correlation canng 
be effectively achieved if only one form of transportation is regulated jy 
substantially greater degree than the other agency..... A reasonable degree 
of equality is a highly desirable condition precedent to comprehensive ¢o. 
relation in public interest.” 

In closing, let me repeat my belief that these two papers have laid dow 
for us a sound basis for our transportation policy, and that what we noy 
need is to translate theory into practice, principles into action. 

D. Puiuie Lock tin Professor Cunningham has given us a picture of 
co-ordination—or correlation—of rail and motor transportation through the 
use of motor vehicles by railroads. He visualizes the existence of large trans. 
portation companies, as distinguished from railroad companies, utilizing 
whatever form of transportation is cheapest or best in a particular situation, 
Thus Professor Cunningham’s concept of correlation is largely one of joint 
rail and motor service performed by a single organization. But co-ordination 
—or correlation, if you prefer that term—must mean more than this. In its 
broadest sense, co-ordination implies that each form of transportation wil 
occupy its proper place in the transportation system. This place will be de- 
termined by comparative costs and the relation of the service offered ty 
the needs and desires of the public. Professor Cunningham apparently recog- 
nizes this when he says that each agency of transportation should have “s 
true economic basis,” and that the older form of transportation should not 
be protected where the newer demonstrates its economic superiority. 

If we look at co-ordination in the broader sense, the question arises whether 
Professor Cunningham’s proposal would facilitate the process of fitting the 
two forms of transportation into their legitimate places. In large measure, 
Professor Cunningham’s proposal does contribute to the desired end. The 
substitution of motor-vehicle service for more costly rail service is in further 
ance of the objective sought. So likewise is the use of motor vehicles in terni- 
nal operations, for store-delivery, and in the extension of service to off-line 
points. 

Two queries may be raised, however, regarding the adequacy of Professor 
Cunningham’s proposal to bring about true co-ordination in the sense of 
fitting each transportation agency into its proper place. First, there are many 
situations in which it would not be in the interest of a railroad to develop 


motor transportation service, even if that service resulted in cheaper or 
better transportation to the public. Where railroad facilities are already in 
existence and are operated with some degree of profit it may be in the in- 
terest of the railroad to protect rail traffic by refusing to develop motor trans- 
portation which will divert traffic from the rails. Or the railroad may main- 
tain motor vehicle rates and fares on the basis of rail rates or higher rather 
than on the basis of motor-vehicle costs. Here the interest of the railroad 
is in the suppression or incomplete development of the newer form of trans- 
portation regardless of its economic justification. In such situations, the 


railroads have, in the past, opposed the granting of certificates of convenience 
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and necessity to bus or truck operators. In other cases they have succeeded 
in getting bus or truck rates placed on the basis of rail rates or higher, re- 
gardless of costs of motor-vehicle transportation. Opposition to the complete 
development of motor-carrier service is not removed, in such situations, by 
permitting the railroad to give truck or bus service if it wishes to do so. It 
may prefer not to give such service; or it may give enough service to lend 
plausibility to the claim that certificates of convenience and necessity should 
not be granted to independent bus or truck operators ; and even if it gives ade- 
quate service, it may prefer a policy of keeping rates as high as possible. In 
making this statement we are not unmindful of the fact that under some 
conditions it may be a justifiable practice to protect the railroad from motor- 
vehicle competition. This is often true when there is insufficient traffic to 
support two systems of transportation and the railroad can provide a service 
that the motor carrier cannot. But what we are objecting to is action which 
may put the railroad in a position to hamper the development of motor trans- 
portation regardless of whether the restriction of the service in the particular 
ease is justifiable from the public viewpoint. 

The second query about Professor Cunningham’s proposal relates to the 
matter of competition. He suggests that general participation by railroads 
in motor-vehicle operations would “bring about the elimination of economic 
waste resulting under present conditions from the duplication and over- 
lapping of facilities and services.” Undoubtedly this is correct in so far as 
the railroads used motor vehicles as a substitute for more expensive rail 
services. But Professor Cunningham also takes the position that the rail- 
roads are not to have a monopoly of transport for hire over the highways, 
but that competition of independent motor vehicle operators would con- 
tinue to exist. This means not only that there would be competition between 
railroad-owned motor vehicles and independently owned motor vehicles, but 
that there would also be competition between motor vehicles and railroads. 
This may still result in a great deal of economic waste and duplication of 
facilities. Neither is such competition always consistent with a co-ordinated 
system of transportation in which each agency occupies the field for which 
it is best adapted. Of course there are many people who believe that the rail- 
roads and the motor vehicles will find their proper places in the transportation 
system if free competition is permitted. They believe that if the element of 
subsidy to motor transportation is removed, and if conditions of competition 
are equalized by removing some of the restrictions imposed upon railroads 
which hamper them in their efforts to meet motor competition, the two forms 
of transportation can be left to fight it out, and that each will eventually 
withdraw to the fields of operation in which it is superior. There is little 
warrant for such a belief. Unrestricted competition, in addition to the eco- 
nomic waste and duplication of facilities which it would cause, would deplete 
the revenues of both agencies of transportation. The railroads, by putting 
competitive rates on an out-of-pocket-cost basis would invade the field better 
occupied by motor vehicles; and, to a lesser degree, motor carriers would 
endeavor by similar tactics, to invade the field of operations in which rail- 
toads are naturally superior. It seems possible that this sort of competition 
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might still exist under Professor Cunningham’s plan. Attempts to bring aboy 
a truly co-ordinated system of transportation must face this problem. 

In conclusion, Professor Cunningham’s proposal would result in greatly 
improving railroad service, and in increasing railroad traffic and revenues, ]} 
would eliminate waste in so far as the railroads substituted more efficient 
methods of operation for present methods. But before a truly co-ordinate 
system of transportation is attained, two other matters must be dealt with; 
namely, a tendency, in some situations, for railroads to hamper or restrict 
the proper development of motor transportation, and the tendency for the 
two forms of transportation to engage in competition that approaches the 
cutthroat type. 

G. Lioyp Witson.—Professor William J. Cunningham, in his well-cop. 
sidered paper, ‘Correlation of Rail and Highway Transportation,” discusses 
several questions of paramount importance which must be settled judiciously 
if the evil and inevitable consequences of undue and uneconomic competition 
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between railroads and the carriers by highway are to be averted. Many of fmgin “C 
these unfavorable effects have already been felt by the carriers and by the gg opinic 
public, but the worst is yet to come if the situation is not clearly faced ani fp Profe 
courageously met. Alt 

The first point which should be noted is the use of the word “correlation” trans} 
in discussing the ideal in railroad-highway relationship, instead of the word a deci 
“co-ordination” which has been extensively used in the past decade in discuss- huma 
ing ways and means of bringing about order out of the uneconomic chaos. Pro- of pr 
fessor Cunningham avoids the use of the term “co-ordination” for the same bus ct 
reason that the present writer prefers to use it—because of the connotation of th 
of equality in rank and importance. It is freely conceded that the railroads condi 
far exceed the common and contract motor freight carriers, judged by the porta 
number of tons of freight transported and by the number of ton-miles trans- porta 
ported in line-haul service. In the field of passenger transportation the rail- tion « 
road has a less definite but still undeniable claim to leadership in the number ane 
of passengers carried and in the number of passenger-miles of transporta- in sti 
tion service performed in intercity operations. If, however, the volume of tions. 
freight traffic transported in the terminal between depots and the places of erron 
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business of shippers and consignees is considered, as it should be, the in- 
portance of the motor carrier in our transportation system becomes increas- 
ingly manifest. If the number of passengers transported and the number of 
passenger-miles of service performed by motor busses in cities and towns 
is considered the importance of the passenger motor vehicle is even more 


clearly appreciated. T 
It is not only the volume of business transported but the importance of be bi 
the services that should be considered in approaching the problem of ad- of m 
justing railroad and highway carrier relationships. Each service tends to and 
supplement the other, if economically used. The motor carrier and the rail- railr 
road in an ideal working relationship should be used to perform services trucl 
which the other cannot do at all or cannot do efficiently. Each type of carrier perf 
should be considered of co-ordinate importance and their services should be of ji 
carr 


brought into the reciprocal relationship that is dictated by economic cor- 
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bout Igisiderations of relative efficiency and by the sporting considerations of fair 
play. 

~atly There is nothing to be gained by vainly regretting that the railroads were 

s, It gpslow to appreciate the growing importance of the motor truck and bus as 


means of improving transportation services. That is history. The problem 
before us now is to achieve the goal of better relationship between rail and 
highway transportation under existing conditions. 

The success of the motor truck and the motor bus in attracting traffic away 
from the traditional railroad channels is often underestimated. No definite 
figures are possible at this time because there are no data available upon 
the number of freight or passenger services which can be considered directly 
competitive. It is believed, however, upon the basis of fragmentary evi- 


Con- 
seg EE dences, that the volume of line-haul freight traffic transported by motor trucks 
usly in carrier services is much higher than the figure of 4.7 per cent stated as 


ition an estimate for 1928 by the Interstate Commerce Commission in its report 
y of in “Co-ordination of Motor Transportation” (182 J.C.C. 400), and, in the 
‘the Mp opinion of the present writer, even higher than the 10 per cent estimate of 
and Professor Cunningham. 

Although there is little doubt that the integration of railroad and motor 


ion” transportation facilities would have been somewhat less difficult to arrange 
vord a decade ago, there are reasons to believe that the task will not be a super- 
uss- human one at this time. In the first place there has been a considerable amount 
Pro. Me of progress made in developing larger and often sounder motor truck and 
ame (ae bus companies, which, in some cases at least have indicated their appreciation 
tion of the advantages of co-ordinating rail and highway transportation under 
vads conditions of mutual fairness and advantage to railroad and motor trans- 
the portation companies. Secondly, there is an increasing recognition of the im- 
ue portance and the necessity of fair and constructive state and federal regula- 
-ail- tion of rail and highway transportation among railroad and motor transport 
sber executives, as well as upon the part of the public and their representatives 
rta- in state legislatures, in Congress, and in the state and federal administra- 
a tions. Finally, considerable progress has been made in dispelling one of the 
5 of erroneous but persistent implications read into the word “co-ordination” or 
i similar descriptive words that the notion implied the domination of other 
pas- forms of transportation by the railroads, Such an implication is not properly 
r of drawn from the true meaning of the term “co-ordination” because the prefix 
wns “co-” implies equality of relationship and the integration of the transportation 
ore facilities upon a basis of equality. 

The co-ordination of transportation facilities sought to be achieved can 
of be brought about in a number of ways: first, by the ownership and operation 
ad- of motor trucks and busses by railroad companies; second, by the ownership 
- to and operation of motor vehicles by subsidiary companies organized by the 
ail- railroads; third, by the employment by railroads of the services of motor 
ces truck and bus companies as agents to perform certain services which can be 
rie? performed more efficiently by motor than by rail; fourth, by the establishment 
be of joint through rates and routes via rail and highway carriers as connecting 


on- carriers; and fifth, by the creation of transportation companies which will 
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provide railroad and highway, and perhaps waterway and air, transportatio, 
services as parts of a general transportation. 

Any policy of co-ordination or correlation of rail and highway transports. 
tion, if it is to be successful in the fullest sense, must be based upon fairness 
to all types of carriers, the economic utilization of each type of carrier in th 
field where it is relatively efficient as determined by the results of compr. 
hensive and fair experimentation, and the fair and constructive state anj 
federal regulation. cussi 

The present writer is in complete accord with Professor Cunningham; 
position that correlation on a comprehensive scale and of constructive chara. 


ter would be beneficial] to highway and rail transportation as well as in th Tl 
public interest. For a short time certain “bargain-hunting” shippers and tray. Hand 
elers may obtain low rates and fares, but there is unmistakable evidence that Mi§spiri 
the demoralization of rate and fare structures as a result of excessive con- T 
petition is never to the best interests of the carriers or the public. If the HBlems 
present conditions of destructive competition and the duplication of services Fi 
and facilities in the field of transportation are permitted to continue the Mitrav 
splendid transportation system of the United States will tend to rend itself @}mus' 
apart like a machine without a governor. Our choice is between co-ordina- BM suite 
tion or chaos, between correlation or destruction. cien 
It is impossible for the present writer, as it is for Professor Cunningham, Mj tion 
to conceive of co-ordination or correlation without a sound policy of regula- Hj mus 
tion and taxation of all forms of transportation. The present wide differences J men 
in the regulatory policies of the states of the United States are absurd as well i pub! 
as harmful to the interests of carriers and the public. The lack of federal 9 and 
regulation of motor transportation is deplorable from the points of view of # mus 
the best interests of the motor carriers, the railroads, and the public. Public i pub! 
motor carriers are struggling to maintain service and compensatory rates in 9 port 
face of overwhelming and often desperate competition of a swarm of motor Mi regu 
truck and bus companies in intrastate and interstate commerce. sion 
The public is bombarded with veritable barrages of propaganda and coun- i oll: 
ter-propaganda from the rival artillery, while the infantry of the rival @ put 
armies advance or retreat under cover of the bombardment and occasionally P 
are caught between or in their own barrages. It is no wonder that the public HM fusi 
stands bewildered and endangered in the midst of this remarkable display Mi tail 
of pyrotechnics. It is becoming increasingly aware that in the long run it i sha 
will pay the bill for the wastefully expended ammunition. carr 
Shall our policies, state and federal, tend toward the relaxation of rail- J an 
road regulation, as many insist eloquently but not always logically, or should in t: 
it tend toward the more comprehensive and uniform regulations of all types 1 
of transportation. thre 
It is respectfully submitted that our federal and state regulatory policies Mi '€ 
should be developed along the line of regulating all types of transportation Bm °° 
carriers for hire upon a fair and constructive basis so as to achieve the fol- Fin 
lowing results: the assurance of adequate transportation services of the kinds I 
required by the public in particular cases; the protection of the public agains! a fe 
unjust and unreasonable discrimination and against unreasonable rates and logi 
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charges; the protection of the carriers against destructive competition of the 
same or different kinds of carriers; the conservation, as far as possible, of 
he investments made in good faith in each type of carrier; the protection of 
he interests of the workers in each field; the maintenance of reasonably com- 
ensatory rates and fares to all types of carriers; and the fair and adequate 
apportionment of the burden of taxes. 

It is not the purpose of Professor Cunningham’s paper nor of this dis- 
cussion to formulate a full program but to urge that a program be worked 
out and to suggest the fundamental consideration that should shape the 


olicy. 
° The problem is a challenge to the research ability of economists, engineers, 
and political scientists, to the lawyer, financier, and legislator, and to the 
spirit of fair play of all types of carriers and the public. 

The problem is not a single problem but a series of interrelated prob- 
lems. 

First, the types of transportation services required to serve shippers and 
travelers under modern industrial conditions and social and economic life 
must be determined. Second, the carriers and combinations of carriers best 
suited to perform the necessary services under conditions of greatest effi- 
ciency must be determined by the observation of the actual results of opera- 
tion under varying conditions. Third, the services of various types of carriers 
must be brought into harmonious and mutually satisfactory working arrange- 
ments to afford complete and adequate transportation services to serve the 
public and to conserve the carriers’ best interests. Fourth, the type of federal 
and state regulation best suited to regulate all types of transportation carriers 
must be found and applied without fear or favor to all carriers serving the 
public. We must regulate transportation and not the several kinds of trans- 
portation carriers in different ways, or not at all. Fifth, the state and federal 
regulatory policies must be correlated so as to avoid duplications or omis- 
sions in regulatory jurisdiction. Sixth, sound and fair means of assessing and 
collecting taxes from the various transportation carriers must be devised and 
put into effect. 

Perhaps nowhere in all the troubled arena of conflict is there greater con- 
fusion and disagreement than in the subject of motor vehicle taxation. The 
railroads complain that they are taxed too heavily, and that too large a 
share of their tax payments go to highway construction; and that the motor 
carriers pay too little taxes. Motor truck and bus operators, on the other 
hand, are not infrequently heard to complain that they already pay too much 
in taxes. 

The most constructive work thus far done in attempting to blaze a path 
through the wilderness of disagreement has been done by the Joint Commit- 
tee of Railroads and Highway Users of which Professor Cunningham was 
executive secretary. As a neutral it is difficult to find anything to criticize in 
Findings 61, 62, 68, and 64, to which Professor Cunningham has referred. 

The present writer agrees heartily with Professor Cunningham that such 
a formula as proposed in Findings 64 would be a long step toward a fair and 
logical system of highway transportation. This plan provides for the payment 


| 


70 American Economic Association 


by all vehicles using the highways of their proportionate share of the basic 
cost of constructing, improving, and maintaining a highway system designed 
primarily for private passenger automobiles, and for the payment of the add. 
tional costs of constructing, improving, and maintaining roads suitable fy 
heavier types of vehicles including those used in private, contract, and com. 
mon carrier services. 

The basic highway system should not be lightly surfaced roads such a 
proposed by certain railroad spokesmen, but highways adequate for moden 
private passenger automobile transportation. The basic roads should be of 
various types of construction in different parts of the country and in different 
parts of the several states, depending upon the density of automobile travel 
and topography of the district. The extra costs of construction, improvement, 
and maintenance should be added to these varying bases and the basic and 
extra costs fairly distributed among the various classes of highway users, 
It is freely conceded that the task is not an easy one, but neither is it jn. 
possible. It is a project for a group of disinterested research men, and not 
one to be solved by claim and counterclaim, argument and counterargument, 
by a bipartisan board representing the railroads and the highway transports- 
tion interests. 

It is suggested that each state appoint a highway research board consist- 
ing of a competent highway engineer, an expert in highway construction, 
an accountant, a tax expert, and a transportation economist familiar with 
highway transportation problems to work out a basic highway formula, and 
a system of differential construction costs for the highways needed for various 
types of highway vehicles. The state plans might well be harmonized by a 
similar national body working in harmony with the Federal Bureau of Pub- 
lic Roads of the Department of Agriculture. 

We must have a planned highway system, and a fair plan for financing 
highways not only for the present brt for the future. 


The 
plex. In 
lems un¢ 

First, 
change 
this pro 
parity ¢ 
desired 
or may 
emphas: 
the othe 
has tha! 
in some 
in the 
establis 
other a 
moditie 
turers | 
duced 1 

parity 
has de 
One w 
relativ 

Secc 
level. 
fidence 
tion of 
format 
busine 
reduce 

Morec 

certail 

spire 
As 
sugge! 
contre 
cities 
powe} 
tional 
ly sti 
Th 
legis] 


| 


ROUND TABLE CONFERENCES 
MARKETING UNDER RECOVERY LEGISLATION 


S., Vaire, Chairman 


The marketing problems under recovery legislation are many and com- 
plex. In introducing this round table I desire to suggest some of these prob- 
lems under four main headings. 

First, the problem of re-establishing certain parity of values so that ex- 
change of goods and services may be resumed. Much of the discussion of 
this problem runs in terms of parity of prices with special emphasis on the 
parity of agricultural prices. It should be pointed out that the thing really 
desired is parity of income and that the parity of prices, even if realized, may 
or may not result in parity of income. It may also be pointed out that the 
emphasis on agriculture is, in one sense, misplaced, for the total income of 
the other raw material industries has been much more seriously affected than 
has that of agriculture. Moreover, in the attempt to establish parity of values 
in some lines, other lines have definitely been thrown out of step. Specifically, 
in the Lumber, Textile, and Bituminous Coal Codes, the minimum wages 
established have adversely affected certain areas in their competition with 
other areas. Or again, the income accruing to manufacturers of branded com- 
modities has been differently affected from that of the income of manufac- 
turers of non-branded commodities, and the income to lenders has been re- 
duced while the income to laborers has been increased. In other words, while 
parity may have been secured or approached for some groups, the attempt 
has definitely resulted in lack of parity of income for some other groups. 
One wonders whether it is either possible or desirable to avoid shifts in 
relative income of the sort suggested. 

Second, the problem of raising the total national income to its 1926-28 
level. This problem requires, among other things, a re-establishment of con- 
fidence and the development of an adequate purchasing power. The correc- 
tion of unfair trade practices and the provision for more accurate market in- 
formation that follows the adoption of industrial codes should add to the 
business confidence of enterprisers. On the other hand, both of these activities 
reduce the possibility of unusual profits to the clever individual proprietor. 
Moreover, the fixing of prices provided in some codes may give a rigidity to 
certain parts of our entire price structure that will reduce rather than in- 
spire confidence, 

As already suggested, much of the publicity regarding recovery activities 
suggests that purchasing power is weakest in agriculture. This seems quite 
contrary to fact because the two-thirds of our total population living in 
cities seem to have suffered a much more severe reduction of purchasing 
power and standard of living than has the one-third living on farms. Na- 
tional income cannot recover unless or until certain city industries are direct- 
ly stimulated. 

Third, the distribution of national income. An important aim of recovery 
legislation appears to be the increase of total national pay rolls. Historically, 
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recovery has come following a shortage of inventories and a rise in prices 


as a result of this scarcity. This situation has suggested the opportunity fo; 
increasing profits to enterprisers. The present program, in contrast, suggests 
the raising of wages and pay rolls before there is a scarcity of goods. This 
will tend to raise costs as rapidly as output is increased and thereby pre- 
vent any considerable increase in profits. Whether there are motives, patriotic 
or otherwise, that are strong enough to reverse the business cycle sequence 
and bring about a revival of industry without the lure of profits is a ques. 
tion that the experiment must test. 

Another question with respect to the distribution of national income js: 
Where do the increased wages come from? They must be paid in anticipation 
of increased sales. In part, and possibly in major part, they come from jp- 
creased government borrowing and lending. The activities of the CWA, PWA, 
RFC, FHC, and FLB are all in the direction of forcing loans on to the 
public. The intention is that these loans shall immediately become purchasing 
power and that they will represent increased demand for consumer goods, 

Immediately the question arises: Where are these funds used? Data are 
not available to answer this question entirely but it is evident that a con- 


siderable part is used to pay the most insistent existing creditors. These 
creditors, in turn, use their collections to liquidate their own debts and the 
result of the process in some instances is, doubtless, merely to reduce bank 
deposits through the payment of bank loans. A second considerable portion 


is used to replace payments now being made through public and private relief 
organizations. What the total extent is of this transfer cannot, at present, be 
estimated, but it is one of the questions that must be studied in finally evalu- 
ating the various attempts to increase purchasing power through government 
loans. The net accomplishment of these forms of increasing purchasing power 
cannot now be estimated but certainly it is materially less than the face 
value of the loans and expenditures. 

Fourth, direct improvement in marketing institutions. In some of the codes 
adopted under recovery legislation, direct effort is made to improve market- 
ing organizations. Integration is permitted and even provided in the attempt 
to reduce the cost of market risks and also to reduce the total net profits. In 
other cases, divisions of market areas are suggested to avoid the expense of 


cross-hauls of merchandise. In some instances standardization of commodities 
in the interest of the consumer are suggested that should result in lower 
prices and in lower cost of handling. As yet, little effort has been made to 
eliminate inefficient operators already present in any particular field. Some 


effort is indicated towards the prevention of new inefficient operators enter- 
ing the various fields. If this latter end can be accomplished, general eff- 
ciency will increase as the present inefficient firms slowly expire. On the 
other hand, some of the codes so definitely reduce the ruthlessness of com- 
petition that improvements in operating methods may be materially delayed. 

Doubtless, after the first rush of establishing codes and marketing agree- 
ments, and what-not, the authorities representing both the trade associations 
and the government will go back over the enactments with greater delibers- 
tion. During this process it is to be hoped that the problems suggested in 
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this brief résumé will be carefully considered along with many others that 
will have occurred to the groups actually engaged in administration of the 
yarious new provisions. 

Grorce Fitiperti.—The following discussion is an attempt to interpret 
the effects of the National Recovery Act upon the marketing, chiefly, of 
manufactured goods. It is based upon the provisions of the several codes of 
fair competition and has led the author into an interpretation of the motives 
behind the development of the present program. Whether that program is 
an emergency one and the provisions of the codes are purely temporary, or 
whether it is to become a long-term program and the provisions of the codes 
more or less permanent, is an all-important question. If temporary, business 
can muddle through for the next eighteen months trying to comply with 
those sections that can be complied with, and doing little or nothing with 
those sections of the codes with which little or nothing can be done in so 
short a period of time. 

The present program appears to bring us nearer to the elimination of those 
business practices which the several industries have been pleased to call 
unfair. If the NIRA is constitutional, or its specific provisions are constitu- 
tional, then each industry has within itself the power to compel a degree 
of compliance that the trade associations previously could not compel. Over 
recalcitrant members there hangs the threat of the penalty provisions of 
the codes, of the presidential licensing power, and the promise of the possible 
limitation of the entrance of new units into an industry. Previously, individual 
members were free to join or not to join trade associations and to subscribe 
to the trade practice agreements, or to withdraw from membership when 
they chose. Violations of the terms of agreement by a few were likely to be 
followed by violations by the many. The new legislation appears to force 
compliance, and marketing costs arising from such things as commercial 
bribery, lavish entertainment, discriminatory discounts, long credit terms, and 
other so-called destructive practices appear to be coming under control. 

There will be significant changes in price competition, at least in some lines. 
Any individual manufacturer will be limited in his price reductions because 
of the inability to exploit labor. This results from the setting of minimum 
rates of pay and the organization of labor groups in every industry. The 
five-cent-an-hour rate of the depression and the social revolt against such ex- 
ploitation has resulted in the development of this prohibition formula. It 
appears to make it impossible for an individual manufacturer to maintain 
his position in the market, or to secure a larger share of the market, by 
severe price reductions. Furthermore, sale below the costs of production is 
commonly prohibited and it appears that even temporarily the lowest price 
that may be reached is the cost price of the most efficient producer. As a 
matter of fact the way seems to be open to prevent prices falling to this 
level. In more than one instance, provision has been made for the adjust- 
ment of production to consumption, in some cases actually going so far that 
the estimated required production may be allocated to the individual plants. 

Under such conditions, particularly if there are a relatively small number of 
companies serving a market, the maintenance of prices that would yield 
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profits for every member would appear to be a not particularly difficult 


achievement. 


In the Cleaning and Dyeing Code, provision is made for the establishment 
of minimum regional! prices for both the wholesale and retail operators, anj 
similar possibilities are presented in the bituminous coal areas. The question 
may well be asked as to whether, if this kind of price establishment is per- 
mitted in one industry, it may not, or should not, be established in others, 
Do conditions make it desirable to have such arrangements only in one or two 
industries or are we going to select other lines that have similar peculiarities 
and which, therefore, are entitled to similar powers of price fixing? Are we 
going to extend this principle to all industries that desire such regulation 
or are we going to extend it to all industries whether they desire this form 
of regulation or not? The implications are many and far-reaching. 

In Article V, Section 1 (b) of the code of the rock crusher manufacturing 
industry, each member is required to publish and file with the code authority 


a net f.o.b. manufacturers’ price list to apply to all consumers. No manufac- 


turer is to sell through any distributor, jobber, dealer, or other sales repre. 


sentative unless each of these has agreed to sell only in accordance with such 
published lists. Here is the resale price maintenance provision over which 
controversy has long raged. We can raise the same question in regard to its 


extension as we raised in the establishment of minimum regional prices among 
the cleaners and dyers 

Another interesting provision that is certain to have market repercussions 
is Article VI, Section 4 (b) of the Limestone Code. This provides that any 
member of the industry selling block and sawed stone shall publish price 
schedules and file them with the code authority. The same section provides, 
further, that members of the industry that both quarry and fabricate limestone 


shall charge themselves, as fabricators, the prices for the block and sawed 
stone that they have filed with the code authority. If this practice were to be 
extended to integrated industries in general it is quite possible that in some 
cases the consumer would not be able to obtain the benefits of the economies 
that have resulted from integration. Furthermore, while integration in some 
cases has been stimulated because of a desire to control the needed supplies 
of raw materials in preceding operations, in other cases it has been stimulated 
because of the ability to produce the finished product at a lower cost. This 
limitation would prohibit a fabricator from reaping the advantages of such 
organization. 

The Bituminous Coal Code states that coal must be sold at a fair market 
price; that is, a price necessary to carry out the purposes of the NIRA, to 
pay the minimum rates of wages established, and to furnish employment for 
labor. Prices are set by selling agencies subject to review and approval of 
the administrator. These regulations are expected to reduce the so-called un- 
economic and destructive competition among the various fields. 

The foregoing examples of the clauses dealing with prices indicate some 
rather widespread changes in the interrelations of prices and markets. 


Apparently the attempt is to be made, at least in some lines, to define 
the market areas in which the producers are to sell their products and to 
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jimit their operations to those areas. One of the most elaborate codes from 
the point of view of a national organization looking to the definition of market 
areas is the crushed stone, sand and gravel, and slag industry. The United 
States is divided and subdivided into areas and broad powers are given to 
the agencies in those areas to regulate marketing. The regulations in the Bitu- 
minous Coal Code are expected to establish a proper equilibrium among the 
producing fields and to promote the development of markets that are re- 
lated geographically and economically to the producing centers. 

In another way, the establishment of minimum wage rates will also have 
an influence since certain regions may become less important outlets for 
other products. The change in wages in the cotton textile industry, for ex- 
ample, would seem to operate in favor of New England and against the 
southern manufacturers. The immediate effect has been to increase the pur- 
chasing power of the textile workers in the southern states, but it appears as 
though the ultimate effect would be to cause unemployment in these industries 
in the south and to increase employment in the north. Market analysis by 
companies that have been looking to a future of expanded sales in the south 
must now take into consideration the effect upon the southern market of the 
newly established southern wage rates. 

It is possible that the future will see considerable diversion in the flow of 
goods to the market. If we extend the provisions of some codes to other fields, 
then the agencies to be used in distribution may be determined by group action 
of producers. They may eliminate some agencies and promote others. In the 
Cement Code we read that, except as otherwise specified, Portland cement 
shall be marketed in each community through the building material dealers 
regularly serving the community. In a considerably elaborated section, Ar- 
ticle XI, the exceptions, that is, the buyers of cement who may be sold direct 
by members of the industry at the same price and under the same terms 
and conditions as the dealers, are specified. In the fertilizer industry, sales 
to dealers and consumers through brokers are prohibited. In these industries 
salesmen may be compensated on a fixed salary only and may not be paid on 
a commission basis. The Boot and Shoe Code prohibits the misbranding of 
products, including the name of dealers who have not made them. If this 
principle is extended, then a dealer who develops his own formula for a 
product, advertises it, does everything in fact except perform the manufac- 
turing process, must either go into production or recede from his present 
position in the industry. The trade association or some other authority ap- 
parently may determine what channels shall be used for particular purposes, 
what shall be eliminated, and what and how specific functions shall be per- 
formed. 

The code provisions relative to the kinds of reports and the types of in- 
formation that may be required appear to place little limitation upon the 
details that may be sought. With the full membership of an industry furnish- 
ing the required data, and with a central clearing agency to assemble and 
interpret the information and recommend or order courses of action based 
upon it, the code authority will be in a position to lay its plans with all, 
or a large part of the necessary facts before it, and to measure the effects of 
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the operation of its plans. For example, the Lumber Code authority has 4, 


in t 
one of its functions the estimation of the consumption of lumber and timbe in| 
products of the several grades and upon these estimates quotas are assigne) ser 
to the producers. Market forecasting may become a more nearly exact scieng gue 
than it now is. inf 

Two questions of significance arise relative to the control of production and me 
the accumulation of knowledge of the market. Will industry restrict produc. ly 
tion and maintain relatively high prices and thus limit the range of demand? ind 


Will industry, through the power and influence of able leadership, devise ways 
and means of reducing costs in individual plants, and hence reduce prices? 
The provision of regional production for regional consumption will elin- 


inate, as far as the codes include this, the cross-hauling of freight; that is, cu 
the movement of materials from one point to another while similar materials mi 
are moving in the opposite direction from the second point to the first. The th 
full statistics on such items as production, orders, sales, and stocks, will make all 


possible a better performance of the storage functions. The standardization 
of terms of sale may do much to reduce the risks of doing business, as it 
will tend to a better selection of buyers. There is greater opportunity for 


the seller to enforce the standard terms since he and every other vendor be 
is required by law, under penalty, to do so. Another competitive factor, m 
however, is thus eliminated since the seller with surplus funds cannot offer a 
more liberal terms ihan his competitor who does not have the required capital ir 
to enable him to finance sales over a longer period of time. | t] 
It appears that foreign competition in some fields will play a different c 
part in the future from what it has in the past. If a group of domestic pro- 0 
ducers can show that the imports of foreign goods are disturbing the tran- 
quility of the American market, they may recommend that action be taken f 
against such imports and thus perpetuate the organization and operating con- g 
ditions that domestic producers have established. The counter actions of other Q 
countries to American exports will add fuel to an already chaotic foreign ( 


trade and create instability for any groups engaged either in importing 
or exporting. This will continue until we finally reach some kind of a de- 
cision on just how self-contained we can, or should, be, and then adopt a plan 
in accord with that decision. 

In some lines, standardization of quality would seem to be stimulated and 
competition materially reduced. In the Cement Code, Portland cement is 
required to comply with the standard specifications of the American Society 
for Testing Materials, the American Standards Association, and the Federal 
Specifications Board. In the fertilizer industry, in order to eliminate waste 
and reduce the cost of manufacture, producers in each zone, acting through 
their own committee, may establish grades suitable to the needs of the par- 
ticular area. Variations from these standards are to be paid for by the pur- 
chaser. Such clauses as these, operating with provisions of fair trade prac 
tices relative to special containers and prohibiting the disparagement of com- 
petitive goods, would seem to lead to the production and distribution of 
standard goods. Further stimulus in this direction would seem to result from 
the time guarantee limitations that are found in some instances. For example, 
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in the Rock Crusher Code the maximum guarantee period is ninety days, and 
in the paint and varnish industry definite time guarantees on the life and 
services of the products of the industry are not permitted. In the past such 
guarantees, backed by responsible companies, have been important factors in 
influencing consumer choice in some lines and have stimulated the develop- 
ment of superior products. Sales appeals on these bases, however, are definite- 
ly denied in some industries and the extension of similar agreements in other 
industries might prove disastrous to the consumers and penalize the more 
resourceful producers. 

It appears reasonable to expect some change in the market for industrial 
equipment. Producers of such equipment are facing a code provision that oc- 
curs repeatedly, to the effect that code authorities may recommend to the ad- 
ministrator that new business units be prohibited from entering an industry, 
that existing plants be not permitted to expand, and that new machinery be 
allowed for replacement purposes only. Such provisions are found in the 
Cement, Textile, Iron and Steel, and the Hosiery Codes. The idea behind this 
is to prevent the increase of productive facilities in industries supposed to 
be already overequipped, but since many industries, even at the peak of the 
boom, did not operate at 100 per cent of capacity, the outlook for the equip- 
ment producers is not particularly bright. Furthermore, this limitation places 
a definite check upon the creation and sale of more efficient machines. In some 
industries in which these machinery limitations have not been employed, 
the higher wage rates may stimulate the use of new equipment. With the in- 
creasing organization of labor, however, definite attempts to penalize the 
machine are possible. 

Manufacturers who perform one or two processes in the production cycle 
from raw materials to finished products should study the code of the cotton 
garment industry. Although inserted to meet what is looked upon as a trade 
abuse, paragraphs B and C, Article XI, raise the question of the probability 
of social control of the extent of the processing that must be performed in 
one plant before it is passed on to another producer for subsequent operations. 
It is declared an unfair practice for any member to send out work to any 
“contractor” to be made into a garment by him if the work requires the con- 
tractor to cut the material. Such cutting of the material must be done by 
the manufacturer unless permission is obtained from the code authority. 
In addition, members of the cotton garment industry are prohibited from 
selling garments that are cut but unsewn and unfinished. Justification for 
extensions of this regulation to other industries because of possible abuses 
due to limited processing may be quite possible. 

One is tempted to say that the market for products is about to witness a 
widespread appearance of monopoly practices. The establishment of uniform 
regional prices, the fixing of market areas and the groups of producers who 
are to operate in each area, the standardization of products, services, and terms 
of sale, the allocation of production and similar provisions seem, in the light 
of previous interpretations of business activities in the early pool and the 
subsequent trade association cases, to point in this direction. There are, how- 
ever, the repeated assertions that the codes are not designed to promote 
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monopoly, and the foregoing effects may be more seeming than real. In any 
event the permitted powers are under the supervision and control of the gov. 


ernment and may result in production and distribution in the public interes, 

Enough has been said to indicate that if the NIRA is, in its major pro. 
visions, constitutional, if it is possible to sustain such a program under oy; 
present form of government, if the clauses in the codes may be legally en. 


forced, and if the codes are to be looked upon as long-term programs, the 
effects upon marketing, in many fields, may be extensive. How far-reaching 
they become will depend upon whether certain provisions appearing in some 
codes are looked upon as principles of industrial operation and are given 
general application in the several industries, or whether these provisions are 
permitted only to a single industry or a selected few. Furthermore, whether 
the answers to these questions are affirmative or negative, the ideas and the 
purposes of the new deal may still be pushed forward. 

The NRA program is a transitional one with the horizon not quite clear, 
We cannot see exactly toward what we are moving. From the point of view 
of a planned economy, the constant driving down of costs, the increase of 
productivity along the whole industrial front is the direction in which in- 
dustrial statesmanship should go. Under such a scheme there can be no 
struggle for quotas. We shall not get very far unless high cost producers are 
eliminated, unless greater product accompanies less human effort, unless 
opportunity is given to develop new products and services and thus provide 
for the satisfaction of broadening wants. Whether minimum standards of 
quality become maximum standards will depend upon the administration of 
the plan. Whether minimum prices will stay fixed rather than be reduced is 
an important question. Whether strong labor and employer groups in one 
industry will be able to keep for themselves the gains of progress in their 
field by maintaining prices, and thus work to the detriment of other industries, 
are all questions of the utmost significance in the administration of the new 
social contro]. We may secure orderly and balanced production and marketing 
but we may fail to secure production and distribution of large quantities of 
goods. The easy way to a planned and controlled economy is by the path of 
restricted production, price maintenance, and social rigidity, but that is not 
the way to an economy of plenty and general social well-being. Restricted pro- 
duction and price maintenance, whatever the immediate gain to a particular 
industry, will give balance and poverty; increasing production implies fluidity 
and change, but it is the road to plenty. 
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In any ECONOMICS OF THE RECOVERY ACT 

1€ goy- 

Josepn H. Wivuirs, Chairman 

oF Pro- Ep:tor’s Nore: Only one paper presented at this session was submitted for the Pro- 
ler our ceedings. 

lly en- Joun Dicxtnson.—The problems with which government for the moment 
ns, the is grappling are almost exclusively economic, even more than in a previous 
aching sae they were predominantly religious. It is therefore not inappropriate, 
; oom I suppose, that a governmental administrator should appear before a gather- 
given ing like this and expose to the learned scrutiny of this audience some of 
mS are the views and conclusions about economic matters which he believes to be 


hether governing him, or which he conceives to be guiding his colleagues at Wash- 
nd the ington. 

I shall speak first about some general considerations which seem to me 
clear to underlie the whole policy of the Administration and then confine myself 
f view to one or two special phases of the recovery program which have fallen direct- 
ase of ly under my own observation. 
ch in- ) Any discussion of the economic policies of the Administration must com- 
be no mence with certain general considerations, because that policy in some of its 
_— major aspects challenges at least the emphasis which has hitherto charac- 
unless terized a great deal of accepted economic doctrine. I say it challenges the 
rovide emphasis, rather than the doctrine, because the corpus of economic doctrine 
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itself, as it has been built up, like a coral reef, by the labors of innumerable 
contributors, is not subject to general, but only to specific, challenge. There 
is one limiting feature of economic doctrine which is perhaps not so gen- 
erally kept in mind as it should be; namely, that many of the particular 
doctrines which go to make it up have been devised at some time in the 
past to meet particular problems which at that time were pressing, and were 


— accordingly devised with a special angle or slant which needs always to 
joting be read into the doctrine if it is to be properly understood. 

. : The entire mechanism of production and exchange and distribution which 
th o 


form the subject matter of economics has undergone a practically complete 


: not transformation since the days of Adam Smith and even of Stuart Mill. 
one Of course no competent economist in his own thinking fails to make the 
ae necessary corrections and qualifications of economic doctrine which are re- 
lidity 


quired by these special limitations of the science. Every science, however, 
and particularly a practical science like economics, has a habit of throwing 
off an oversimplified popular image or stereotype of itself which responds 
much more slowly to change and correction than the technical science itself. 
This popularized stereotype of economics affects the thinking even of econ- 
omists themselves more than they suppose. It is certain matters of em- 
phasis in this generalized version of economics which the Administration’s 
program challenges, rather than the body of economic doctrine as such. 

The prevailing stereotype of economic thinking has hitherto been built 
around a picture of a world consisting of a multitude of small independent 
units, each characterized by almost complete freedom of motion and whose 
interaction corresponded to certain statistical laws. The movement of the 
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units in correspondence with these laws was thought to be of such a charg. 
ter as constantly to restore the whole system to equilibrium whenever ant 
one tendency should chance, for the time being, to get out of balance wit 
the rest. The normal effectiveness of the system to produce sufficient good 
for the needs of the community and distribute those goods equitably was ther. 
fore thought to depend primarily on the freedom of the individual unit 
to act as the laws of economics assumed that they would act. A large nu. 
ber of individual men each buying what he individually wanted would qj 


into action precisely the amount of labor, capital, and raw materials neede 

to supply those things. A recession of demand would cause a lowering of 

price which in turn would restore demand. An oversupply of capital woul 

lower the rate of interest, decrease saving, and thus create a scarcity of capi- 

tal which in turn would send the interest rate up. Human economic motive 

were supposed to be such that the economic system, if temporarily throw 

out of balance, would right itself automatically. pre 
The pre-established harmonies of popular economics—for the view I have cor 

been outlining cannot properly be charged against scientific economic theory do 

in even its most classical form—presupposes and, as I have said, depends a 


on a world of small independent units no one of which counts in the systen 
for more than an element in a statistical average. It depends on the free 
appearance and disappearance of business units and their free entry into 


and withdrawal from the market. It depends on relatively stable habits of lat 
life which cause the ebb and flow of substantially the same demands rather di 
than the substitution of wholly new demands and the complete disappearance A 
of old ones. It depends on a stable unit of value and exchange, and I rather th 
think upon a stock of money which does not consist mainly of credit in- T 
struments. Hitherto we have been assuming that the conditioning facts of 2 
our economic theory responded to the facts of the whole world. Now that a 
we have had to fac: inne facts, we observe divergencies in some major par- ™ 
ticulars. 
In the first place the economic unit today is not the free mobile individual, 
the minute element in a statistical average, but for all practical purposes it . 
is the business concern, and as often as not the business concern is of very 5 
considerable size, and sometimes of mammoth size, binding together in + 
tight complex the interests of countless individuals, and tied in, through banks 


or otherwise, with many similar complexes. In some industries the effective 
business units are reduced to half a dozen or even a smaller number of giant 
enterprises. The behavior of such a business unit is by no means so free and 
mobile as that of the economic man of the old theory. Its managers, with 


the interests of an impersonal mass of investors, creditors, and employets : 
at stake, cannot or do not act as an individual would. They cannot, for ex- | 
ample, go out of business freely; to do so would involve abandoning plant | 
and equipment which represents millions of dollars worth of savings. Often 
they cannot even withdraw from the market effectively because an expensive 
plant eats itself up when idle and overhead must be met at all costs. The re 
sult is that, in the face of slackened demand, production often continues 


in excess quantities made possible by the financial strength of the contend- 
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‘ng units. Because of such financial strength they may be able to hold up 
prices with the result that their production accumulates in the form of mount- 
ing stocks which overhang the market ever more and more menacingly. On 
the other hand a vicious price war may result which drives prices for every- 


it 

s we body below the cost of production, ruins not necessarily the marginal com- 
al unity eePetitor but those with relatively weak financial staying power, and in the 
re num process shocks or shatters banks and the countless investors or depositors 


whose wealth has been tied into the industry. One of the necessary links 
in a system of automatic economic adjustments is the free disappearance 
of economic units. Under conditions today the prospect of toppling giants is 


ee so fraught with menace throughout the whole system that men shun automatic 
of capi adjustments bought at such a price, and they do not occur at the time when 
motives they should if an automatic balance is to be maintained. 
throv: A second particular in which current conditions do not conform to the 
presuppositions of an automatic system of economic adjustments is closely 
I den connected, I believe, with the one to which I have just referred. Not only 
theorr do the automatic adjustments not take place because the units have grown 
lepends so large and hence are not mobile and flexible, but also because today practi- 
systen cally all our economic activities have been drawn into the nexus of a highly 
he free organized industrial system without an elastic cushion to absorb the reper- 
ry into cussions within the system. For example, fifty years ago our agriculture lay 
bits of largely outside the industrial system. The farmers were self-supporting and 
 pather did not depend for their livelihood on the conversion of their crop into money. 
seis A good deal of local industry and trade went on which was not tied into 
cathe the national system by bank loans or other forms of financial dependence. 
dit in- Those areas of economic activity lying outside the organized system formed 
aah of what may be compared to a cushion which operates to absorb much of the 
we shock of the repercussions within the system. In idle times labor was ab- 
or par. sorbed into those outlying activities and in boom times the farms and local 
workshops increased their output. Today all our economic activity is geared 
vidual. into one system with vastly increased rigidity and with increased menace 
sees tk to the stability of the system. It is even being proposed to found retail ac- 
eee counts payable and make them a basis for credits. 
marae A third respect in which the facts no longer correspond to the presupposi- 
enka tions of a system of automatic economic adjustments relates to the changes 
Fective which have taken place in our medium of exchange. Today, as is well known, 
f giant our medium is largely bank credit circulating in the form of checks. Bank 
Agi credit represents in the last analysis a hope, a prophecy of the future. It 
. with depends for its value on the value, or rather the prospective value, of the 
lite assets or enterprises on which the bank has loaned. The result of this is an 
+ interesting inversion, or perhaps I should say perversion, of the supposed 
> plant operation of the law of supply and demand. When business is booming and 
Often values are rising, bank credit increases and the increase in the stock of money 
anh which this implies raises prices still further and thus tends to stimulate rather 
ais than repress the process. In precisely the opposite way, in a time of depres- 
ies sion the value of bank assets, and hence the volume of bank credit, decreases, 
er with the result that money becomes dear, prices continue to fall, funds avail- 
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able for buying decrease, and again the prevailing tendencies are enhance) 1 sugs 
rather than decré sutom 

I have only tou n a few of the characteristic features of our curren; a fun 
economic situation 1 seem to me to explain in part why the old cop. being: 
fidence in a system of automatic economic adjustment has disappointed DS, a livit 
They illustrate why deliberate, conscious intervention in the system by gov- Th 
ernmental authority has become more than ever necessary. Of course, n dress 
system of purely a jatic adjustments has ever prevailed. Governmen 
has always set the | ing conditions within which economic activity has gone the d 
on, has defined what transactions would be legally effective. What we have lation 
recently been taught the facts to recognize is, that at various points ow speak 
economic system ma t completely out of balance and that, if it is tol. objec 
restored to proper working condition, there must be the same kind of en- IMM jevic 
gineering attention given to it by conscious intelligence which is given t subst 
any system, mechanical or organic, that has gotten out of gear. Th 

Of course, this is not to deny that there are economic sequences of caus: year’ 
and effect to which nscious action must conform, if it is to produce its cessi 
results, just as the chemist and the bridge builder and the engineer must annu 
conform to physical sequences of cause and effect if they wish to produce of sa 
the results they aim for. There are forces of adjustment at work within the to in 
economic system just as in the human body natural forces of recovery are in te 
available to aid the efforts of the physician; otherwise no cure would ever trati 
be possible. The problem is always that of co-ordinating effort with the nat- ing j 
ural trends which effort must make use of. It is the old problem of art on trati 
the one hand and nature on the other. The two are correlative. criti 

It is important, I think, to note that there is need for balance in our think- that 
ing because some economists are today pointing out that certain of the more Isu 
important maladjustments from which we are now suffering are in part in ti 
the result of the deliberate conscious action, of men’s attempts to hold back sum 
the operation of economic forces and resist the adjustments in the direction ag 
of which those forces are tending. Thus they refer to the fact that in cer- sert 
tain industries the manufacturing units have been sufficiently strong to resist 7 
a general tendency toward a decline in price with the result that sales volume offic 
has fallen off and a surplus of the product has accumulated which overhangs wad 
the market, while plants have closed down and workers have been laid off, 199 
results which would not have occurred had natural tendencies been per- len 
mitted to work themselves out. 14 

In the same way it is suggested that much conscious governmental inter- con 
ference with economic developments has operated to increase maladjustments 6] 
rather than to correct them. Sir Arthur Salter, in his recent admirable little 19: 
book on planning, published under the title, The Framework of an Ordered tre 
Society, refers, for example, to shortsighted tariff restrictions adopted under nu 
the pressure of groups which have not had the foresight to relate their own mi 
interests to the general interests of the community and to schemes such as a 
the British rubber restriction plan and the plan for stimulating beet sugat re 
production in England Wi 


Such instances of badly conceived planning afford no sound justification, 


I 
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hanced | suggest, for taking refuge once more in the old theory of reliance on purely 


automatic adjustments. Such a course is a counsel of despair and rests upon 


Urrent MB, fundamental psychological pessimism which denies the ability of human 
d con. beings to meet satisfactorily by their own efforts the problems of getting 
fed us, , living. 

Y gov- The body of considerations which I have been so far advancing are ad- 
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jressed primarily to those economists who have taken the position that the 
Administration should have trusted to “natural forces” to bring us out of 
the depression and should not have undertakem the various forms of stimu- 
lation and control which constitute the recovery program. I wish now to 
speak of two phases of that program, one, temporary and remedial in its 
objective, the other, permanent and preservative. I refer, first, to the various 
devices for the artificial stimulation of purchasing power and, second, to the 
substitution of a regulated for an unregulated competition. 

The question of purchasing power in the national economy has in recent 
years been most frequently discussed in connection with the theory of ex- 
cessive saving—the theory, in other words, which claims that too much of the 
annual income has been paid out in forms which divert it into channels 
of saving rather than into channels of consumption. There has been a tendency 
to interpret the Administration’s program for increasing purchasing power 
in terms of this controversy. Some of the economic critics of the Adminis- 
tration who believe that the arguments for diverting more income from sav- 
ing into consumption are unsound have viewed with skepticism the Adminis- 
tration’s efforts as resting upon these arguments. In their own turn, these 
critics have suggested, as recovery devices, measures based on their belief 


cause 
ce its 

must 
oduce 
in the 
are 
ever 
e nat- 
rt on 


hink- that saving and the investment of saving promote sound economic activity. 
eaaed I submit that this interpretation of the campaign to increase purchasing power 
part in terms of the controversy about the comparative merits of saving and con- 
_ sumption serves to obscure rather than clarify the recovery effort and that 
ction 


a good deal of misunderstanding could be avoided, if we approach the ob- 
servation of that effort from a different point of view. 
The situation with which the Administration was confronted on taking 


cer- 
resist 


ume ofice was marked by a progressive decline of production on the one hand 
4 and purchasing power on the other. Between February, 1929, and February, 
| off, 1938, the production index had fallen for the textiles from 114 to 84, for 
all lunber from 86 to 20, for iron and steel from 128 to 31, for automobiles from 


143 to 33, carloadings had fallen to 53 per cent of the normal, electric power 
consumption to 62 per cent of the normal, bituminous coal production to 
61 per cent of the normal and department store sales to 49 per cent of the 
1923-25 average. Coupled with this progressive decline in production and 


ered trade, there had been a progressive increase in unemployment until the total 
nder number of the unemployed had reached the figure of approximately twelve 
= million. Obviously, if people were to be re-employed, industry must resume 
me amore normal rate of production. On the other hand, if industry was to 
ng’ 


resume a more normal rate of production, it must find purchasers able and 
willing to buy its products. 
At this juncture, the consideration was advanced by many economists that 
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as a matter of history, recovery from past depressions has always been initj. 
ated by the opening up of new fields for profitable investment which stimula 
the capital goods industries, thereby reabsorbing the most considerable y). 
ume of the unemployed, who thus become purchasers of consumption goods, 
It was accordingly suggested that the proper line of procedure would be ty 
devise some means whereby, either through increasing profits, or through , 
vast public works program, or otherwise, the capital goods industries whic) 


had naturally suffered most severely would again be set in motion and thy rl 
stimulate a demand for the products of the consumption goods industries. prim 

The difficulty about this line of approach was that it was blocked by the HIB ment 
existing fact-situation before it could commence. In the past the opportunities prod 
for profitable investment which have initiated recovery from depressions have HMMM enga 
practically always been connected with the opening up of foreign markets, com 
The opening to development of the United States, of South America, the HM wor! 
Orient, and South Africa at different periods during the nineteenth century ingl 
provided the conditions which governed recovery from the various nineteenth chat 
century depressions. Today there are still large undeveloped sections of the HIME be 1 
world, the opening up of which might, if other conditions permitted, afford chal 
a way out of the current depression along the lines of the past. But today, con: 
there are two great obstacles which make it impossible to take advantage of men 
these opportunities. The first is the international political situation where and 
tariff barriers and other restrictions on trade impose an insuperable obstacle wha 
to the speedy exploitation of foreign markets. The second is the accumulated the 
mountain of indebtedness under which practically all foreign countries are cap 
laboring as a result partly of the destruction of wealth by the War, and 1 
partly of the overstimulation of production and trade during the recent boom. nat 

It is sometimes stated that the “new frontier” whose exploitation offers cist 
the key to future prosperity lies in the development of new demand at home duc 
through an increase in the standard of living. If this frontier is to be ex- of 


ploited, however, there must be presupposed on the part of the people a caps- 
city to buy, and that capacity obviously did not and could not exist in the 
midst of general unemployment. The possibility of revival through the profit- 
able exploitation of a frontier was thus excluded in both directions, nor could 
a program of public works of itself carry the burden of initiating recovery 
through a revival of capital goods industries without being undertaken on 
so vast a scale as to be totally impracticable. The traditional avenues to 
recovery were thus blocked and brought to an impasse. The initiating force 
had to be sought in a different direction. 

It was from this point of view, and for these reasons, that the Adminis- 
tration had recourse to the policy of increasing the national purchasing power. 


It was obvious that if industrial production was to be increased, so that al 
more people could be employed, the demand for the increased product must al 
come from within the nation. The great volume of purchasing power within it 


the nation comes from two classes—the farmers and the workers who are 
employed in production and distribution. If the pump was to be primed, if 
an impetus was to be given, to start again the normal revolution of supp!y 
and demand, the only feasible device seemed to be by increasing the pur 
chasing power of these two classes, and it is to this objective that the main 
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a initi. HR ffort of the Administration has been directed through the two major agencies 
mulate [MME f the agricultural adjustment program and the industrial recovery program. 
le vol. MME Other relief measures of the Administration have aimed in the same direc- 


tion, such as the releasing of the frozen deposits in closed banks and the 
easing of the burden of indebtedness on farmers and home owners. The novel 
features of the program, however, are those connected with the Agricultural 
and Recovery Acts. 


d thus The device adopted for increasing agricultural purchasing power has been 
8. primarily the reduction of agricultural production, coupled with the pay- 
by the ME ment to the farmers of a sum derived from a tax on the processors of farm 
anities HM products. The device adopted for increasing the purchasing power of workers 
s have Mf engaged in industry and distribution has been a shortening of hours, ac- 
irkets, companied by the maintenance or increase of the wages paid to the individual 
a, the HBP worker, thereby increasing the number of workers employed and correspond- 
entury ingly increasing the total wage bill of the employers. Through both these 
teenth channels it was expected that a greatly increased volume of funds would 
of the be made available for consumptive expenditures, and thus released into the 
afford channels of trade. This stimulation of the demand for the products of the 
today, consumption goods industries would, it was hoped, make possible replace- 
age of ments and ultimately extensions in these industries which would reach back 
where and stimulate the production goods industries. Since this is inevitably a some- 
stacle what slow process, a program of public works on a considerable, but none 
ulated the less practicable, scale was initiated to set in motion a recovery in the 
eS are capital goods industries in the interim. 
r, and The policies embodied in the agricultural adjustment program and the 
boom. national recovery program have been viewed with a certain amount of skepti- 
offers cism by some economists for two reasons. The first is that the policy of re- 
home ducing agricultural production is thought to rest upon a supposed state 
Me eI- of overproduction, whereas many economists take the view that there cannot 
capa- be overproduction in any true sense. Again, the policy under the Recovery 
in the Act of reducing the output of the individual worker by shortening hours 
orofit- for purely economic, rather than social, reasons, has been criticized as an 
could impediment to recovery. Both these criticisms rest upon a broad generaliza- 
overy tion—the generalization that the national well-being and the standard of 
en on living are on the whole directly proportional to the total quantity of goods 
es to produced. 
force With this generalization, as a generalization, there can certainly be no 
quarrel, as is the case, for example, with the corresponding political gen- 
ninis- eralization, that on the whole the greater the amount of freedom which the 
ower. individuals of a nation possess, the greater is likely to be their happiness 
) that and the rate of national progress. The difficulty is that these generalizations 
must are not formulae to be applied as rules of thumb to particular cases. While 
vithin itmay be true, in a long-run sense, that there can be no absolute overproduc- 
0 are tion, it is clear that in the case of a particular commodity at a particular 
ed, if time the quantity of production may be relatively so excessive as to paralyze 
ipply the effective demand of the producers of that commodity for other commodi- 
pur- ties, 
main Similarly, it may be true that under conditions of greatly depressed 
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demand, the product may be increased by so shortening the working hou, 
of individual workers as to necessitate the employment of additional] hands 
The recovery program is obviously, so far as it relates to the features of j 
which we are now discussing, not intended as a permanent program fy 
industry. It does not address itself to normal conditions or to the Operation 
of norma] tendencies. It aims to deal with maladjustments, and it is ng 
to be expected that the measures which can deal effectively with malad just. 
ments are those which would be appropriate for a system which was fun 
tioning normally. 

If the validity of a program depends upon its results, the recovery pr. 
gram has certainly justified itself up to the present time. While there was, 
certain recession six or seven weeks ago, apparently due to a somewhat ty 
rapid anticipation of results, the upward movement has been resumed jy 
most lines of activity, and there is a general feeling of optimism which js 
the indispensable prerequisite for sound economic advance. 

I come finally to what many hope to be a permanent and lasting contriby. 
tion of the National Industrial Recovery Act; namely, the substitution of 
regulated for an unregulated competition. Through the codes of fair practice 
which the statute authorizes, there is held out to industry, under the super 
vision of government, the opportunity of taking co-operative action to civilix 
its competitive methods. 

If the depression has taught us anything about the nature of the economic 
process, it has certainly shown us how the results of competition depend 
upon the types of competitive practices employed, and upon the individual 
situation within which competition goes on. It has disclosed that under the 
special conditions of modern industrial life and with the type of competitive 
practices which have widely prevailed, practically every one of the supposed 
beneficial checks and balances of competition, practically every one of the 
automatic adjustments which economic theory attributes to competition, may 
simply refuse to work. For example, under the operation of competition, 
excessive producing capacity has not withdrawn from the field leaving the 
market to the more efficient producers. On the contrary, excess capacity every- 
where remains and diminished demand is merely reflected in a general redue- 
tion of operations among the producers all around. Inefficient producers have 
not ceased to operate, but on the contrary, it is often the inefficient producer 
who, by violating decent employment standards and underpaying his labor 
as well as working them an excessive number of hours, is able to keep 
larger percentage of his production capacity employed than some of his 
more fundamentally efficient rivals. 

Under such circumstances it may well be that price has not been maintained 
at the point which will return the cost of production to all the producers 
still in the market. Obviously, this is impossible under conditions where 
high cost and low cost plants alike remain in the field to compete for 
demand greatly below the amount of their combined capacity. Under such 
conditions competition in the sense of unrestrained rivalry, far from amount: 
ing to a system of checks and balances and an agency of adjustment, sugges's 
more accurately a continually descending spiral pointing through industrial 
anarchy towards ultimate destruction for every one. 
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hour Where all, or practically all, plants in the field are in distress, and frankly 
hands, aching out for further business to employ their unused capacity, a given 
S of it ant will often snatch at an order from a powerful buyer at a figure 
am fy low the cost of production if it merely covers out-of-pocket expenses 


eration Ind contributes something, however little, toward overhead. The buyer who 
is not Mpbtains such an advantage is placed in a favored position as compared with 
ad just. is competitors and these at once swarm down on all the other producers 
$ func. ith a clamorous demand to be given an equally favorable price. With a 


carcity of buyers and a plethora of producers, price as a result of those 
rices tends throughout the industry to be brought to a figure which not 
erely carries no return to the producer, but frequently no adequate re- 
vn to labor and to those who supply the raw materials. This situation 
sists today in many industries where the farmer who supplies the raw ma- 
erial of the industry and the laborers who work it up are not receiving 
n adequate return for their efforts, while the industry itself is so paralyzed 
hat it does not afford a safe or attractive field for investment and its 
redit is destroyed. The mere fact that such a situation is accompanied by 
ower prices cannot be regarded from the standpoint of the public interest 
as in itself overbalancing the evils which it entails. 

The sequence of events constituting the industrial progress which I have 
just described is unfortunately not confined exclusively to the period of 
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nomic the present depression, but tends to work itself out even in more normal 
epend Me times, because of certain special conditions of modern industry. These special 
vidual HP conditions profoundly affected the operation of competition and no attempt 
er the Mito understand the place and effect which competition has in our present in- 
etitive He dustrial life can afford to disregard them. They are connected primarily 
posed with two factors: first, the great size and expensiveness of the typical modern 
of the HARP plant which employs all the most advanced and improved devices of machine 
1, May technology; and, second, the practice of mass production which makes im- 
tition, possible a very nice or close adjustment of plant capacity to demand and 
ig the HP encourages plant building in anticipation of demand. The combined result 
very: of these two factors is to bring into existence plants laboring under the 
edue- pressure of very heavy overhead costs and standing in a position of relatively 
have unstable equilibrium with reference to the demand which they aim to supply. 
ducer Consequently, whenever there is even a slight slackening of demand, the 
labor pressure of overhead offers an almost irresistible temptation to the type of 
Pep 4 competitive practices which lead industry as a whole into the type of progress 
f his which I have already described. 

The unusual stages in the progress are as follows: In order to meet the 
ained burden of overhead, there is always a strong temptation on the producer 
ucers to step up volume by obtaining orders from particular customers at special 
rhere low prices which, if offered to all customers, would put the plant in the 
for 8 red. If, however, additional business can be obtained by these orders from a 
such few favored customers, it may seem to the plant management a good stroke 
punt: of business to help in this way toward carrying the overhead. Inevitably, 
gests however, the granting of special prices in this way becomes noised about, 


trial Pressure is brought to bear upon other producers to grant the same prices, 


customers who are in competition with the recipients of the special favors 
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become dissatisfied, and the whole price structure slips down with jarri 
repercussions to levels which will not defray the production costs of all ty 
producers remaining in the business. 

It has been suggested in some quarters that competitive practices of th 
kind just mentioned, and leading to the industrial consequences which | 
have described, are among the causes of the depression. The depression hy 
many causes and almost every day a new one is being found for it, but, 
in my opinion, destructive competition cannot be set down as in any direg 
sense a major cause. However, there can be little doubt that with the & 
pression upon us, and in our present situation, destructive competition hy; 
operated and is operating to retard recovery, and, in fact, to prolong ani 
deepen the depression. And while I should certainly not include the evik 
of such competition as in any sense a major cause of the depression, | 
should certainly regard them as an important contributing factor in the 
general total situation which brought the depression on. 

The great obstacle under modern industrial conditions to the operation 
of competition as a beneficial system of checks and balances and automatic 
adjustments is the expensiveness combined with the permanence of oy 
modern plant equipment. On the one hand this leads inevitably to the build. 
ing of plants by means of large-scale borrowed capital and on the other hand 
throws the most serious obstacles in the way of reducing the production 
capacity of an industry as a whole in a period of reduced demand. Wher 
there are no obstacles to hinder resort to destructive competition through 
discrimination and discounts, the possibility of pursuing these practices holds 
out a delusive invitation to expansion and overbuilding. Since expansion 
and overbuilding in turn stimulate improper competitive practices of the 
kind described, we are presented with a vicious circle from which there 
is no escape save by proper regulation and control of such competitive 
practices. 

I submit that the proper regulation of competitive practices, especially 
practices relating to secret prices, price discrimination, discounts, and other 
types of discrimination, will do much towards eliminating forces and tenden- 
cies which in normal times, as in times of depression, tend to drag down 
and depress industry, lower the price of raw materials, and drive down 
labor standards. The elimination of these practices by bringing price into 
the open and rendering it subject to the normal operation of the law of sup- 
ply and demand will tend to maintain a reasonably compensatory figure for all 
those producers whose output is essential to satisfy demand and will do 
much toward making it impossible for marginal producers who should be 
eliminated to survive and drag down their more efficient rivals. The problem 
of compensatory price, a price at least equal to cost of production, can, | 
believe, be trusted very largely to take care of itself where a condition of 
open and non-discriminatory competition is scrupulously maintained. 
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MEASUREMENT OF UNEMPLOYMENT 


Merepitu B. Givens, Chairman 


Papers presented at this session were received from J. Douglas Brown 
d Corrington Gill. These papers exceeded in length space limitations, and 
re too excellent for abbreviation. Consequently, a brief statement of the 
ontents of each paper is presented here, and it is hoped that the papers 
ay be printed in full elsewhere. 


Mr. Gill sets forth the statistical and research program of the Federal 
on hefmEmergency Relief Administration. The paper showed the amount of relief 
ng and d the distribution of these items according to states. The sources from 
€ evik fwhich relief funds come are also shown, together with a map that indicates 


he sources by states. The statistical work under the Civil Works Administra- 
ion is sketched, with the Civil Works research projects briefly outlined. 

Mr. Brown describes the problems faced by the Advisory Committee on 
ailroad Employment. The Committee was appointed to study the pre- 
ention, compensation, or reabsorption of labor displaced as the result of 
he proposed program of rationalization of the railroads of the country. 
‘he purpose of the study is “‘to determine the best means by which employ- 
ent in the American railroad industry can be brought into, and maintained 
t, a proper balance with the needs for the safe, efficient, and economical 
andling of the optimum potential] traffic, provided that the employees of 


rough Mmthe roads be treated in a manner which is just and reasonable, and that the 
holds #railroad industry as a whole be maintained on a self-sustaining basis.” The 
ansion Mmestudy covers such subjects as proposals for the prevention of displacement ; 
of the proposals for the compensation of displaced workers, such as pensions for 


those superannuated, preretirement annuities, dismissal compensation, and 
unemployment benefits ; and proposals for hastening reabsorption of displaced 
laborers. 
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SESSION ON BANKING AND MONETARY 
CONTROLLED INFLATION 

By E. W. KemMMERER Fede 

Princeton University 

legal 

The deliberate inauguration of a policy of inflation with the objectfim @PP! 
of raising prices to a much higher level—a level that has not prevaildim 5 
for a period of several years—is the unique policy recently adopted byim bY ! 
our national government which has made current in the United Statyimm St®' 
the term “controlled inflation.” From various official and semi-officis) the 
statements it is generally believed that the price level which the Ad fmm &* 


ministration expects to restore is approximately the wholesale pric 
level of the year 1926, which is about the level that prevailed from th 
summer of 1921 through the year 1929. This would involve an increas 


of wholesale prices of about 40 per cent from their October, 1983, lev¢, 
Under the broad inflation powers given to the President by Congress ; 
under the Agricultural Adjustment Act of 1933 and other powers vested wh 
in the Federal Reserve system, there are, broadly speaking, three dif- of 
ferent methods by which the volume of our circulating media can kfm ° 
greatly expanded by executive authority. They are: an 
1. Direct expansion in the volume of paper currency, notably of United at 

States notes or greenbacks, Federal Reserve notes and Federal Reserv: 
bank notes, all of which are now unlimited legal tender. pl 
(a) The volume of inconvertible greenbacks outside of the Treasury, th 
which is now (October 31, 1938) 3438 million dollars, the President is th 

authorized to increase at his discretion up to 8 billion dollars, with no 
increase whatever in the 150 million dollar gold reserve fund created be 
by the Act of 1900. th 
(b) Federal Reserve notes may be issued without limit against satis d 
factory collateral including government debt and notes collateraled by | 
government debt. Under existing legislation there is no longer any limit a 
beyond which the Federal Reserve Board cannot go, in its discretion, f 
as an emergency measure, in reducing the reserve requirements of the u 
Federal Reserve banks against both Federal Reserve notes and deposits. ¢ 
‘c) Federal Reserve bank notes may be issued up to the amount of a 
100 per cent of any United States government securities held as col e 
lateral or 90 per cent of certain other specified security. Inasmuch 4 


no cash reserve whatever is required to be held against them, except 4 
5 per cent redemption fund which itself may be kept in any form of 
paper money as well as in specie, there is no legal limit beyond which 
these notes may not be issued. 


2. Direct expansion of deposit currency. 
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Under this heading would come the expansion of member bank re- 
serves and therefore of deposit currency through the open-market pur- 
chases chiefly of government securities made upon the initiative of the 
Federal Reserve system. Here, likewise, there is no legal limit to possible 
emergency expansion, since the Federal Reserve Board may suspend all 
legal reserve requirements of the Federal Reserve banks, and, with the 
approval of the President, may decrease or increase without limit the 
reserve requirements of all member banks, while the reserve itself held 
by Federal Reserve banks against deposits may be in any form of United 
States money whatsoever. Furthermore, under the Thomas Amendment 
the President is authorized to direct the Secretary of the Treasury to 
enter into an agreement with the Federal Reserve authorities to pur- 
chase in the open market additional United States government securities 
in an aggregate sum of 8 billion dollars, paying for them with Federal 
Reserve credit. 

3. Monetary debasement. 

The third method of expanding the volume of our circulating media 
which the President is now authorized by law to adopt is the debasement 
of our legal gold unit of value. He may effect this debasement by re- 
ducing the weight of our gold dollar by any amount up to 50 per cent 
and/or by authorizing the unlimited coinage of silver as well as of gold 
at any ratio he may determine upon. 

These are the three principal methods of inflation which Congress has 
placed in the hands of the President. There is absolutely no limit to 
the extent of the inflation which might be legally brought about through 
the exercise of these powers. 

Up to the present time the efforts of the Administration to inflate have 
been directed chiefly to the expansion of Federal Reserve credit through 
the open-market purchase of government securities and through the pur- 
chase of gold. 

Inflation and Deposit Velocities. The price level, which is to be raised 
about 40 per cent through the release, as needed, of currency and credit 
from this enormous reservoir of inflation, is itself the resultant of the 
interaction of the forces of the supply of goods and services to be ex- 
changed on the one hand, and of the supply of circulating media, money 
and deposit currency, on the other hand. The supply of money, how- 
ever, and the supply of bank deposits circulating through checks are 
both items of two dimensions; namely, volume or quantity, and velocity 
or rate of turnover. 

The plans of the Administration for controlled inflation all seem to 
contemplate the effecting of the control through the regulation of the 
volume of money and of bank deposits. When expansion is desired, more 
money and more bank deposits are to be fed out, and they are to be 
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drawn back as needed whenever the inflation becomes excessive or threat. 
ens to get out of control. In these plans for controlled inflation th 
problem of controlling the velocities has been generally ignored. It js 
with this question of controlling the velocities that I am chiefly cop. 
cerned. Unfortunately, we have no reliable data of a continuous charac. 
ter concerning the velocities of monetary circulation. It will be necessary, 
therefore, to confine ourselves to a discussion of the velocities of bank 
deposits, which constitute in fact probably something like 90 per cent 
of our circulating oa 

Wide Variability of Velocities. It is in these velocities that the great 
variability in the supply of our circulating media is found. From th 
boom year 1929 until the present time, even including the period of the 
bank crisis of 1933, the extreme range in the monthly figures for the 
volume of money in circulation was from 4,476 million dollars in April, 


1930, to 6,545 million dollars in February, 1983, a range of 46 per cent 
of the low during five critical years which covered boom, crisis, and de 
ANNUAL RATE OF TURNOVER OF BANK DEPOSITS 
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pression ; while the extreme range in the monthly volume of demand bank 
deposits in all reporting member banks was between 14.4 billion dollars 
in November, 1929, and 9.6 billion dollars in March, 19838, representing 
a range of 50 per cent of the low. Contrast these fluctuations with the 
wide fluctuations shown on the chart on the previous page in the veloci- 
ties of bank deposits. 

From January, 1929, to the present time, the range in the monthly 
velocities for New York City was from 182.7 in October, 1929, to 22.3 
in November, 1982, a range of 495 per cent of the low. That for the 
140 cities exclusive of New York City was from 46.6 in October, 1929, 
to 23.1 in November, 1982, a range of 102 per cent of the low. In 
the summer of 1980 the New York City velocity dropped in oné month 
from 81.8 in June to 61.5 in July. Wide variations in velocities are not 
limited to our large financial centers, nor are they restricted to periods 
of nation-wide booms and depressions. Variations are often large in our 
smaller cities, and substantial ones may frequently be found at times 
when business conditions throughout the country as a whole are con- 
sidered fairly normal. A reference to the figures for velocities in cer- 
tain cities by month from 1919 to 1925 cited by Carl Snyder’ will 
substantiate this statement. In Albany, for example, the velocity varied 
from 23.6 to 32.1 between February and March, 1923. In Rochester it 
varied from 18.0 in August, 1924, to 26.0 in September and 380.7 in 
December. In a small city like Binghamton, New York, we find a variation 
fron 18.4 in August, 1925, to 23.0 in November—a range of 25 per 
cent in three months in a fairly normal year. 

Business Confidence. Much is heard nowadays of the importance of 
restoring confidence in the business situation and prospects on the part 
of our business leaders upon whose initiative we must depend for the 
forward movement which will spell economic recovery. Is there any re- 
lationship in the movements of these deposit velocities and of business 
confidence? I have attempted in a broad way to find an answer to this 
question, or, perhaps more correctly speaking, to do a little pioneer 
work in that direction, with a hope that others will find the lead 
one worth following. Some of the results of this study are shown on the 
Chart on page 95 on “Business Distrust and Velocities of Bank Deposits 
in 141 Cities.” 

What is this business confidence which is such an important factor 
in our modern economic life? No one has ever satisfactorily defined it 
and probably no one ever will. It is a volatile, intangible thing which 
we all recognize as a factor in the economic life of a world of human 
beings. Twenty-five years ago in discussing the important influence of 
business confidence upon the factors in the equation of exchange, I 


‘Business Cycles and Business Measurements, Appendix, Table XXV. 
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quoted from an anonymous writer in The Biblical Repertory’ the {d. 
lowing classic description of credit, which covers what I have in ming 
by the words “business confidence”’: 


.... credit is a state of mind, a belief..... Involving a state of mind, it is subject t, 
all those causes of fluctuation which influence the minds and control the beliefs of men, 
It is therefore as sensitive and volatile as the subtle causes which sway human belief 
It is often affected by ignorance, error, and misapprehension. And in regard to th 
subject in hand, it has this peculiarity—not only that it propagates itself by tha 
sympathetic and epidemic excitement which so largely sways communities of men, by 
intelligent persons, who see no ground of distrust, are compelled in their action; 
to follow the lead of the ignorant, who are seized with an unreasoning panic, and 
thus swell the current, which having opened a crevasse, deepens and wills it, until 
it has spread devastation far and near. 


If confidence cannot be satisfactorily defined, it is even more true that 
it cannot be satisfactorily measured. None the less, there are some indices 
which afford one a rough general idea of its movements, particularly 
during periods of boom, crisis, and depression. In the study previously 
mentioned on the relationship of confidence to some of the factors in 
the equation of exchange, an attempt was made by the writer to measure 
roughly the fluctuations in business confidence for the period 1879 to 
1908, by means of an index number based upon two items; namely, (1) 
the percentage of business concerns in the country which failed each 
year and (2) the average liabilities of the concerns failing. In explaining 
this index it was said:° 

Probably the best criterion of business confidence is to be found in the study of con- 
mercial failures. When times are good and business of all kinds is prospering there are 
comparatively few failures, and those as a rule are for small amounts; but let pros- 
pects of poor crops arise, international complications become imminent, an influential 
financial establishment become insolvent, prospects arise for government interference 
with the tariff, or with the currency; or let anyone of a hundred other things happen 
which may serve as the signal for retrenchment and liquidation; one of the first and 
surest manifestations of financial stringency is the failure of a number of concerns 
which have been carrying on business in a reckless way or without sufficient financial 
backing. Commercial failures are contagious. They are both effect and cause of stringent 


conditions in the world of business and finance; and their number, together with the 
amount of liabilities involved, marks in a rough way the progress and decline of periods 


of business depression. 

Despite the great progress during the last quarter century in the de 
velopment of statistical indices for measuring the fluctuations in eco- 
nomic phenomena, we still have no index number of business confidence 
currently published, and it is probably still true that the best criterion 
readily available of fluctuations in business confidence or of its reverse, 
“business distrust,” is to be found in our current figures covering the 
percentage of business concerns failing and the average liabilities of 
the concerns failing. That is the basis of the index number of business 
distrust shown on the following Chart.‘ 

*Vol. XXXIV, pp. 332 et seq., and 822. 

* Money and Prices, pp. 121 and 122. 


*Method of Comp. + Index Number of Business Distrust: The figures for the 
number of failures and for the average liabilities of concerns failing are the averages 
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BUSINESS DISTRUST AND VELOCITY OF BANK DEPOSITS 
IN 141 CITIES 
INDEX NUMBERS, 1926=100 
SEASONAL ALLOWED FOR 
3 MONTHS MOVING AVERAGES 
1919 -1933 
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Although the index of business distrust has been extended on the 
Chart into the year 1933, so as to cover the first ten months of the 
year, it is obvious that for the present year commercial failure data 
are no criterion of the movements in business distrust. The reason is 
that the mercury in the thermometer during the present year has been 
plugged. The government, in its efforts to control the crisis and to re- 


each month of the figures compiled by Dun and by Bradstreet down to the end of the 
calendar year 1932. Since the amalgamation of these two concerns in January, 1933, 
only one table (Dun’s) is published, The index was calculated on the basis of the year 
1926 as 100. Figures were then corrected for seasonal variations. The index of seasonal 
variations was calculated by taking a mean of the month after dividing the series 
through by a twelve-months moving average centered at the sixth month. The means 
of the months were then adjusted to their own average as 100. For calculation of the 
seasonal, monthly data from 1919 through 1932 were used. 

By dividing the total liability series by the series for the number of concerns failing, 
a series was obtained representing the average size (as measured by liabilities) of 
failures per month. An index number was calculated from this average liabilities series. 
This index was then deflated by the Bureau of Labor Statistics Index Number of 
Wholesale Prices to eliminate fluctuations due to variations in the value of the dollar. 
the resulting series is the deflated series of average liabilities. 

The deflated index of average liabilities was then used as a weight for the index of 
the percentage of concerns failing—in other words, Index 1 was multiplied by Index 2. 
Che resulting index is our Index of Business Distrust, which is assumed to be in its 
movements the exact opposite of business confidence. 
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store prosperity, has by numerous measures for the protection of th 
debtor been making it increasingly difficult for bankruptcies legally 
take place. For example, the number of failures in September and ( 
tober of this year was only slightly over two-thirds the number for th 
corresponding months of the boom year 1929 and the average libilitiy 
of these failures were only about four-fifths as great. The very lo 
figure shown on the Chart for business distrust in the year 1988 ; 
therefore not a correct representation of the situation. 

Velocities of Bank Deposits. The monthly figures for the velocitig 


of bank deposits of 141 cities (1380 since March, 1988) are those con. O 
puted by the Federal Reserve Bank of New York. The seasonal has ben fe °" 
allowed for and the figures have been adjusted to a 1926 base. Th Fi 
figures are those for demand deposits in weekly reporting member bank, - 

Inverse Correlation of Business Distrust and of Velocities of Bank y 


Deposits. In order to smooth out minor fluctuations, both graphs har 
been computed on the basis of a three-months moving average. Althoug 
inspection of the graph will show that there is no high inverse correl- 
tion as far as month to month fluctuations are concerned, a decide 
inverse correlation is shown in the trends in times of depression and of 
recovery. Note, for example, the movement of the graphs from 1920 
to 1922 and from October, 1929, until near the end of 1982. 

The data were grouped in a correlation table which showed con 
siderable correlation between the two series for the period 1919 to 
1933 as a whole. The relationship appeared to be non-linear; therefore 
the correlation ratio was calculated with varying lags, with the follow 
ing results: 


Probable Error 
Lag Value of nry of n 
(8) 1 Month Lag of Business Distrust ............... 7164 0249 
(4) 3 Months Lag of Velocity .0208 
(5) 8 Months Lag of Velocity .........ccsccesscees -7819° 0200 


The correlation ratios obtained seem to indicate a fair degree of as- 
sociation between the two series. Inspection of the curves and the cor- 
relation tables, however, show that this fair degree of association exists 
chiefly in the two periods 1920 to 1922 and 1929 to 1982, inclusive, 


* The higher value of » with a three months lag of velocity is due entirely to the dis- 


placement of one point from one column to the next, which changes the calculations 
and overbalances the lower figures for all the other columns. Therefore the two months 
lag seems to be more significant. The formula for the correlation ratio is: 
= omy 
oy 


where omy is the standard deviation of the means of the various columns about the 
arithmetic mean of all the y’s, and oy is the standard deviation of the entire y dis 
tribution. 
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and in these cases depends on the trends of the curves in opposite direc- 


oy tions. One may say, therefore, that in critical times during which there 
and (b. are pronounced movements of business distrust, there is a strong ten- 


for th dency for bank deposit velocities to move inversely with business dis- 
ibiliti trust and directly with business confidence. The velocities of bank de- 
ery lor osits then rise when business confidence rises and fall when business con- 
1933 [mee fidence falls. The movements, moreover, both in business confidence and 
in velocities at such times are wide. 

locitis Velocities, Federal Reserve Credit, and Prices during Present Crisis. 
se con. EE Our next task is to consider briefly the relationship during the present 
as bea fn crisis among the three items: (1) velocities of bank deposits; (2) 
se. Thi Federal Reserve credit outstanding; and (8) wholesale prices. This 
bank: ie ‘elationship is shown on the following Chart. 


bw VELOCITY OF BANK DEPOSITS IN 141 CITIES, WHOLESALE PRICES 


though AND FEDERAL RESERVE CREDIT OUTSTANDING 
i BY MONTHS, 1926-1933 


orrela- 
decided 100 
and of 5 
n 192) 8 
6 VELOCITY OF BANK DEPOSITS 
d con- 
19 to 
erefore 2 
follow- 4 
Error > m 
2 WHOLESALE PRICE INDEX 
19262100 
4 4 8046 
8 ee om 
2OTHER RESERVE CREDIT OUTSTANDING y 
of as- 5 \ 
lusive, - 4, S GO ECURITIES\ SS 
= X SN NS 
lations *BANK HOLIDAY 
months 


The figures are on a monthly basis and cover the years 1926 to 1933 

(through October). Velocity figures have been adjusted to the 1926 

base, but the seasonal has not been removed. They are the month-to- 

ut month figures and not moving averages. The lower shaded portion of the 
— Chart shows the amount of reserve credit outstanding and the lower 
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section of that shaded portion shows the volume of United States goy. 
ernment securities and bills bought in the open market by the twelve 
Federal Reserve banks. 

In February, 1932, the Federal Reserve banks inaugurated a policy 
of heavy purchasing of United States government securities, with the 
object of glutting the member banks with funds and of thereby forcing 
an expansion of member bank credit and of deposit currency, and of 
compelling a rise in the price level. This was a strenuous effort at 
reflation through credit expansion. From the week ending February 
27, 1982, to the week ending August 13, 1982, the average daily hold- 
ings of United States government securities of the twelve Federal Reserve 
banks rose from 740 million to 1,851 million dollars, representing an 
average weekly net increase of approximately 46 million dollars. After 
the middle of August, this policy of gorging the market with credit was 
discontinued for a time and an opportunity was given the market to 
digest what had been fed to it. The open-market purchases from late 
February to the middle of August represent probably the most extreme 
attempts at deliberate deposit currency inflation that the world ever 
saw. As we know, the member banks did not expand their loans to the 
public as a result of this heavy inflow of reserve funds, but rather 
reduced them and at the same time used these additional funds for 
liquidating their indebtedness to the Federal Reserve banks and for 
piling up excess reserves. From the time these heavy open-market pur- 
chases were discontinued in August, 1982, to the present, the Reserve 
banks’ holdings of government securities have been exceedingly high 
and during the greater part of this year have been moving upward. 
Recently open-market purchases on a large scale were renewed for a 
time. Partly as a result of this policy, our member banks have been hav- 
ing recently by far the largest volume of excess bank reserves in our 
entire Federal Reserve history, while the borrowings of the member 
banks from their Federal Reserve banks have declined until they have 
reached almost negligible figures. Meanwhile, the downward trend of the 
velocities of bank deposits, which began in the autumn of 1929, has 
continued to the present time with no important interruption, except 
during the second quarter of this year. The deposit velocity rate for 
the 141 cities last month (November, 19388) was 28.2, which was the 
lowest of any month since the figures began to be computed in 1919, ex- 
cept the one month of November, 1982, when it was 26.3. Furthermore, 
leaving out of account New York City, and taking only the figures for 
the 140 cities, we find that the November velocity of 23.7 was the lowest 
of all but five monthly figures since January 1, 1919, and all of these 
five occurred since July, 1932. The lowest of them was less than 5 per 
cent below the November figure. The decline in velocities, in other words, 
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jas much more than compensated for the volume of credit expansion 
resulting from the open-market operations of the Federal Reserve banks, 
and the price level has continued strongly downward during practically 
all of the period of these heavy open-market purchases, except for the 
upward movement from April to October of this year. 

The business and financial worlds are afraid of inflation and they 
rightly look upon these extensive open-market purchases as powerful 
governmental efforts exerted in the direction of inflation. This fact weak- 
ens confidence in the business situation and prospects; or, in other words, 
itis a factor in increasing business distrust. The increase in business dis- 
trust, as we have found, in a period of tension like the present, exerts 
a strong influence in bringing down the velocities of deposit circulation. 
In other words, there are powerful psychological forces at work that 
tend to cause our efforts to reflate by the expansion of our deposit 
currency to defeat themselves and actually to bring about a net contrac- 
tion of our circulation through resulting reductions in velocities. 

Velocities now are extremely low hecause of the low condition of 
business confidence. A healthy restoration of confidence would tend to 
bring them back to normal. 

Public Distrust in Curency Causes a Feverish Rise in Velocities. 
Confidence, however, or its opposite, distrust, is of two varieties in its 
relationship to this problem. When distrust in the business situation and 
prospects is widespread, velocities are low, provided there is a reasonable 
amount of confidence on the part of the public in the country’s money. 
On the other hand, under the same conditions, when business distrust 
is low or business confidence is high, velocities are normal or high. If, 
however, the public lose confidence in their money and a widespread 
distrust centers on the country’s circulating media, then there occurs 
the well-known “flight” from the monetary unit. In such a situation, the 
public’s philosophy is: “Buy goods and securities quickly because the 
prices of everything are going up. Dispose of your money and of your 
bank deposits quickly because their value is going down.” In cases where 
the public are rapidly losing confidence in their money, as they did in 
Mexico in 1916 or in Austria and Germany shortly after the Armistice, 
the velocities at which the money and bank deposits circulate often reach 
fantastic figures. Everyone who receives money tries to get rid of it 
for goods as fast as he can, for prices are continually rising, sometimes 
being marked up many times a day. Money which normally circulates 

at the rate of perhaps two or three times a month may move several 
times in a day. Dr. Hjalmar Schacht, in speaking of the German ex- 
perience in 1922, said :* 


* The Stabilization of the Mark, p. 68. 
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The rush to get rid of cash as soon as possible further led to an extraordinary jp. 
crease in the rapidity of the circulation of money. Everyone who had payments t 
make, endeavoured to make them as quickly as possible, before he could be caught by 
the depreciation. .... Clearing (Giro) transactions were immensely extended at th 
expense of cash transactions, which were too slow. 


And again he said :’ 


A typical consequence of the inflation, which very soon made its appearance and 
rapidly assumed the character of a permanent phenomenon, was the so-called “refy 
in material values.” No one wished to hold cash, and all flung themselves into the ar. 
quisition of goods, shares, foreign currencies or any other stable values on which they 
could lay hands. This development contributed, of course, largely to the rise in the 
prices of commodities and shares and the quotations of the foreign exchanges. Th 
speculation in stocks and shares and foreign currencies spread to the smallest circles 
of the population. The indiscriminate hoarding of commodities created an artificial 
increase of the demand. 

The great speed at which bank deposits in Germany circulated at 
the end of 1922, nearly a year before the inflation had reached its ex- 
treme form, is shown by an investigation made by the Reichsbank: 


.... from which it appeared that at the end of 1922, taking forty days (about) 
as the average rate to run of a bill discounted by the Reichsbank, its proceeds were 
employed during that period on an average for seventy-five payments, and they 
never remained credited to one Giro account for so much as three-fifths of one day! 

If the public once loses confidence in its money, controlling inflation 
is like controlling a hurricane. At such a time the volume of the circulat- 
ing medium is of secondary importance. The public are seized by a pan- 
icky fear and the velocities which are whipped up into fantastic figures 
dominate the situation. The fact that these velocities in critical times 
are to a large extent a question of volatile class psychology is one reason 
why controlled inflation on any large scale, at least for a long time 
to come, is bound to fail. 


* The Stabilization of the Market, p. 68. 
* Ibid., p. 75. 
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THE BANKING ACT OF 1988—AN APPRAISAL 


By H. Parker 
Columbia University 


About twenty years after the adoption of the Federal Reserve Act 


§ the United States has found it needful to reconsider the foundation 


ideas of its banking system. The necessity is galling to its pride, and 
destructive to its self-confidence and belief in its own infallibility. The 
Reserve Act has been lauded in terms of utmost absurdity and egotism 
by party spokesmen, as well as by economists who had condemned it 
while it was in process of preparation. It has been described as an 
absolute safeguard against bank failures, as the greatest and most 
constructive statute in American history, as a complete protection 
against the danger of panics and depressions, and as a charter of finan- 
cial liberty. 

It never was entitled to any of these encomiums, and those who framed 
it never thought it was. The Act in question was adopted by Congress 
as the result of a series of compromises. It was not the work of any 
one person or even group of persons; but it represented the outcome of 
lengthy struggles about banking, and was practically the best that 
could be had at the time of its adoption. Popular government moves 
slowly. It is influenced by emotion and hysteria more than by thought 
or sober reflection, and this is especially true when its financial authori- 
ties and thinkers are governed by faddism and special interests, unwill- 
ing to lead, and disinclined to share in the work of shaping new ideas, 
as was the case at the time of the adoption of the Federal Reserve Act. 
American democracy has also a strongly developed egotism. It is unwill- 
ing to admit error or to correct it while special interests soon adjust 
themselves to new legislation and are then as hard to dislodge as they 
were when remedial action against them was first suggested. Hence the 
failure to continue, develop, and improve the legislative ideas which were 
represented, as their first fruits, by the Federal Reserve Act. 

A good deal of responsibility for subsequent inattention and even for 
erroneous thinking must be assigned, certainly during the first five years 
of the history of the Federal Reserve Act, to the existence of the World 
War and the immediate process of “clearing up” afterward. Much more 
must be assigned to the refusal of our economists to pursue the subject 
with vigor. Still more, probably, must be awarded to the indifference and 
prejudice of the groups which first took in hand the administration of 
the act. Be the responsibility what it may, the fact remains that, al- 
though the Reserve Act has been amended on the average more than 
once for every year of its existence, these amendments have been, in 
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nearly all cases, futile or worse. They have pandered to special banking 
interests, whittled away the safeguards against banking danger which 
had been set up in the Act itself, and have added new features of laxity 
hich had been forced upon its framers. Hence, the 
necessity of witnessing: (1) a period of bank failure without paralld, 
in which the Reserve system and its managers sat silent, unwilling even 
to suggest a remedy; (2) a debauch of credit, likewise without paralld, 
in which the administration of the Reserve system spent its time jp 
quarrels as to the proper application of remedial measures, while special 
interests made ducks and drakes of the resources which had been piled 
up in gold as the outcome of war and the consequent disturbances of 
trade; and finally (3) an unprecedented panic and depression in which 
all sorts of emergency or first-aid measures have been suggested and 
urged, and in notable instance tried—usually with the result of further 
deteriorating and impairing the situation. 

These facts of recent financial history are indisputable, even if dis- 
agreeable; there would be little purpose in recalling them save as an 
essential background for the history and comprehension of the Banking 
Act of 1938. The new measure is an anomaly—an attempt to correct 
obvious evils growing out of the misuse of the Federal Reserve Act by 
applying remedies which ought long ago to have been attempted if at all. 
What needs to be understood first of all is the fact that it is an anomaly 
—an Act which ignores the changes of banking practice that have oc- 
curred during the twenty years of Federal Reserve experience. Not only 
this, but it also ignores or rejects the “new era” notions of banking 
theory which have been urged by some reasoners. It adheres to the older 
conceptions of self-liquidation in commercial paper, of “liquidity,” of 
limitation of speculation, of separation between commercial and in- 
dustrial financing, and many others which were entertained by those 
who formulated the original Federal Reserve Act—which are still, in- 
deed, entertained by them. This may be accounted unto the new Act and 
its framers for righteousness; but the fact is that it will not succeed 
much better than the Reserve Act itself unless enforced in a more 
sympathetic and understanding way, and unless applied by a banking 
community willing to make radical changes in its own technique. 

So far as I myself am concerned, I am under no illusions and I do 
not expect such changes to occur at once. I raise, therefore, in my own 
mind the question whether what we shall get may not be a complete 
reversal of our banking legislation in order to bring it into sympathy 
with the present trend toward fiat currency, frozen loans, and over 
spending by governments, into correlation with speculative advances, 
fictitious acceptance issues, and other favorite thoughts of the day. I 
well understand that those acts are most successful which are most 
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nking sympathetically administered by officers who believe in and support them; 
which and I seriously question whether we must not try a long course of ex- 
axity perience with some type of hybrid investment banking crossed upon 
e, the orthodox central banking, before we can get the experience for which 
rallel, we have always paid so dearly. But meantime, the Banking Act of 19338 
r even remains. It is a fact. What will become of it? 

Fallel, The Federal Reserve Act was guilty of three fundamental omissions: 
me in (1) mandatory provision for dealings with the public along the lines 
Decial permitted to all central banks and practiced by most; (2) mandatory 
piled provision for foreign trade and exchange operations; (8) definite in- 
"es of sistence upon thorough bank examination and supervision. 

which The Federal Reserve Act and its amendments, likewise, made three 
1 and fatal concessions to special interest demands: (1) grant of authority 
irther to national (and hence member) banks to accept time deposits; (2) 
grant of permission to national (and hence member) banks to engage 
f dis- in fiduciary business; (3) authorization of the undertaking of invest- 
AS an ment banking duties. 

nking There are many other defects, some of major character, and omis- 
rrect sions—some of first class importance—but none which compares with 
ct by those enumerated. These which I have mentioned were all realized and 
at all. regretted by the framers of the Act. The outcome was the result of 
ymaly political concession. The spirit was willing but the flesh was weak. This 
re OC- is history and as such may be rapidly passed over as aside from che 
only present standpoint. It should be noted, of course, that these frank ac- 
nking knowledgments of error imply an assumption not warranted by subse- 
older quent experience that more rigid, upright, and self-consistent provisions 
of could and would have been carefully and strictly administered. In fact 
d in- the less satisfactory provisions described have not themselves even been 
those applied as they might have been. 

ll, in- Let us, however, glance briefly at the course of events, as contempora- 
t and neously observable. The failure to insist upon the pursuit of commercial 
eceed practices in banking and the pretense of an absence of commercial paper 
more in member banks led to the development of the huge speculative account 
nking consisting of advances to large member banks upon their “straight” 
notes with collateral security which was so notorious as a primary cause 
I do of the speculative debacle of the late twenties. Inability, or indisposition, 
own to trade with the public, afforded one cause of lack of (available) eligible 
iplete paper. Absence of any mandatory requirement that foreign agencies be 
athy undertaken and, hence, failure to buy and deal in foreign exchange led 
over- directly to the anomalous operations whereby Reserve banks undertook 
nces, to receive the funds of foreign banks and bankers, including central 
ay. I banks, and to invest them in local paper, usually bankers’ acceptances 
most with Reserve bank endorsements. Thus two distinct and almost equally 
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dangerous elements in the distorted banking situation developed them. 
selves. Lack of directors’ responsibility for the condition of members 
enabled timorous Reserve bankers to protect themselves by asking for 
collateral security against member bank advances, without paying much 
attention to the condition of the member banks themselves, and without 
more than pro forma sharing in the examination or analysis of member 
bank portfolios. 
On the other hand, the permission to accept time deposits led to de- 
terioration of member condition, since much that was really demand 
liability was classified and carried as time, while acceptance of trust 
or fiduciary operations and duties led to the gradual development of 
investment banking points of view; and these culminated in the irresistible 
movement which led to the adoption of the McFadden Act of 1997, 
wherein investment banking operations were given official sanction and 
the banks of the country were definitely launched upon a career of w- 
derwriting and promotion. Add to this the fact that, by indifference and 
carelessness to what was going on, successive national administrations 
had permitted the growth of the so-called security affiliates for speculat- 
ing in stocks, while lax and spineless comptrollers of the currency had 
suffered the banks to get into bad and illegal condition, unchecked by 
any supervisory activity of the Reserve institutions—and the situation 
is clearly depicted in outline. This is a depressing situation, especially 
when we consider that there was at no time any demand for the adoption 
of remedial banking legislation, and that the only requests made by 
a national administration for two decades past have been such as were 
intended to loosen credit for emergency reasons without attempting to 
strike at the basic evils of practice that had invaded the entire banking 
structure. 
It is thus possible to see with what conditions banking legislators had 
to deal when they undertook, in 1980, consideration of remedial measures. 
There was no time during the two and a half years succeeding the in- 
itiation of this undertaking when the group thus engaged has had any 
encouragement, either from the Federal Reserve system, the American 
Bankers Association, or the financiers and economists of the country. 
No wonder, then, that they have felt obliged to stick closely to purely 
remedial measures, or what seemed to be such, and have not permitted 
themselves to attempt those broader elements of effort which ought lorg 
ago to have been considered. No wonder either that the Act, in order to 
make its difficult way through the mazes of Congressional discussion, has 
had from time to time to accept as integral features of itself measures 
(of which the guaranty of deposits may be taken as the chief) that are 
anything but defensible on ordinary grounds of banking principle. Ex- 
plain it as we may, the Banking Act of 1988 thus appears as 4 con- 
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tnuation of the ideas that lay at the root of the original Federal 
Reserve Act, while it largely fails or refuses to undertake those changes 
that were already called for when the Reserve Act was being drafted, 
and that still call as loudly as ever for attention. 

The Banking Act of 1933 contains the following outstanding pro- 
visions : 

1. Protection of the depositor, accomplished by so-called guaranty 
on the part of all the banks. 

2. Protection of the stockholder, accomplished by regulation of in- 
vestments and portfolios. 

3. Protection of the public, accomplished by limitation of the uses of 
Reserve credit in speculative channels. 

4. Protection of the bank, accomplished by alteration of Reserve Bank 
powers. 

5. Increase of banking responsibility, accomplished by separation of 
Let us analyze these major provisions more closely, though still 
generally. 

The protection of the depositor has been shown by experience to be 
an essentially necessary step. Before the “banking holiday,” it had al- 
ready been credibly estimated that there was an army of some 
6,500,000 depositors in closed banks whose deposits were $2,500,000,000. 
To this had been added the enormous number of institutions reported 
at the end of summer close to 2,800 which had been closed or placed 
in the hands of conservators. The original “Glass bill” proposed to afford 
relief in these conditions through the well-established and defensible 
method of providing for prompt liquidation through a corporation 
organized for that purpose and authorized to take over the assets of 
failed institutions, at estimated value, settle and dispose of them, and 
pay the balance, if any, back to the bank, meanwhile providing immediate 
dividends for creditors. The proposal was objected to by many, and 
might not have succeeded, had not a much more radical proposal— 
the guaranty of bank deposits—been substituted for it. Thereby it was 
sought to satisfy what had for many years been the favorite demand 
of so-called radical elements in Congress, now strengthened by the fact 
that tremendous losses had been suffered by depositors, and particularly 
by those whose interests were supposed to be particularly menaced— 
the time depositors. Whether this plan will be successful or not, remains 
to be seen. There will be a better basis for it than that which has been 
afforded by the various state deposit guaranty schemes, but there are 
many reasons for doubting its chances of success. Of these, the most 
extreme is the fact that, combined with the other phases of the Banking 
Act, it brings to a head what is really a crisis in American banking, and 
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may compel, if fully and faithfully carried out, a complete reorganizs. 
tion of the whole system of banking in the United States. 

Although it is the interests of the depositor that are usually, if not al. 
ways, put to the front in current discussion of banking danger, the risks 
of the stockholder are if anything more extreme. He has, theoretically, 
had to carry a double liability and even though such liability has, in many 
instances, proved largely theoretical, it has, in all events, cost the stock- 
holder all he has put into the bank in a large number of cases of failure, 
In others, a substantial amount has been contributed by the stockholder, 
voluntarily or otherwise, or sometimes has been put up by him for the 
sake of quieting a doubtful or dangerous banking situation and securing 
a distribution of assets. Yet, the stockholder is never considered en- 
titled to much sympathy, and his failure to exercise an impossible 
oversight upon those who are operating the bank has been the subject 
of constant reflection and even ridicule. The new Act, accordingly, un- 
dertakes to apply some very few obvious rules of prudence in regulating 
the character of the investments the bank may carry. These have already 
been roundly criticised and attacked by bank representatives, and yet 
they are far less numerous and far less troublesome than are the regula- 
tions which have for long years past been applied to the discounting 
of commercial paper by the banks. It is regrettable that the commercial 
banks of the nation should be buyers of investment securities at all: 
but since they are in the time-deposit business, perhaps such action is 
not to be avoided. In that case, a wise regulation of the uses of their 
funds, parallel to the control exerted by the state in connection with 
commercial banking, would seem to be not only defensible but essential 
—banking management being what it is in a nation given to the con- 
tinued practice of so-called “free banking.” Certainly the prescriptions 
applied in the new Act are of a moderate sort, far less onerous than 
those applied to savings banks in most of our states. The fact that they 
have been roundly criticized and even abused by our bankers is not at 
all to their discredit. 

Perhaps more important than all these meticulous provisions is, how- 
ever, the attempt of the new Act to protect the public itself from the 
aggressions of the Reserve banking system. The studies and analyses 
which accompanied the drafting of the new measure have shown that 
the Reserve banks are not only of little help to the smaller member 
banks, but that, at times, they are a complete menace. No aspect of 
their existence has been more truly subject to well-founded criticism and 
attack than their failure to preserve their funds for the use of their 
members according to need, and their permission to the larger banks to 
borrow these funds with government securities as collateral, for use in 
stock market manipulation. A statistical analysis of the operations of 
one of the largest of the Reserve banks during a recent year, made for 
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the Senate Banking Committee, shows that scarcely any of its advances 
were for the genuine relief and aid of the ordinary member bank, and 
that nearly all were employed in furnishing the larger members with 
cash for speculative transactions. The provisions of the Banking Act 
intended to deal with this evil are several in number. The first and most 
obvious is the prohibition imposed upon Reserve banks to continue the 
making of collateral loans after they have been warned not to do so 
in cases Where the recipient member banks are making advances for 
market speculation. The original act called for an automatic prohibi- 
tion—no increase in rediscounts to be allowed to a bank which was en- 
larging its advances to speculators. This, however, as a result of the 
opposition of the Reserve Board and of the bankers was given up in 
favor of the present provision which confines the prohibition to cases 
where a warning against such continued advances has been issued by 
the constituted authorities. The second phase of the protection sought 
for is found in the power bestowed upon the Reserve Board to determine 
vhat proportion of a bank’s total advances shall be made in the form of 
collateral loans on stocks and bonds. 

By the use of these two correlative provisions, it should be possible 
for a competent Federal Reserve Board to protect the individual bank 
from being carried along into a morass of speculative credits against 
which it has not the information to protect itself. The contention that 
there is often some reason to believe that those whose natural duty it 
may be to exert such protective measures may not be sufficiently alert 
or informed to do their duty is well-founded, but amounts merely to a 
call for more competent and efficient management on the part of govern- 
ment authorities. There is none more important among the negative pro- 
hibitory provisions of the new measure than this. At the same time, 
there is no provision more difficult to enforce. When is a bank, or the 
generality of banks, lending “too freely” to the stock market or to 
individuals on the collateral furnished as stocks and bonds? It is a 
question which must be answered by the banking authorities in some 
way and in a way much more definite than any thus far afforded. But, 
whatever we think of bank loans of this sort, no one would deny either 
that they can be overdone, or that at times they have been thus over- 
done. If the Reserve banks either cannot or will not regulate them, can the 
Federal Reserve Board do so? That is the question the new Act raises. 
It is a fair posing of the problem. 

The Board of Directors of the Federal Reserve Bank of New York, 
in a letter addressed to the Banking and Currency Committee of the 
Senate, calls attention to the fact that there are really two banking sys- 
tems in the United States—one designed to furnish fixed capital; the 
other, short-term funds—and it asserts that the former is quite as im- 
portant as the latter, urging accordingly, that the latter be fully con- 
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sidered in any reorganization of the banking system. This assertion may fj disin' 
be accepted, at least as a basis for discussion; but the question will re. J Alth: 
main who is to draw the line between the operations of these two banking J Visi 
systems. The new Act directs the Federal Reserve Board to draw jt. dent! 
Whether that be easy or not, the line must be drawn at some time in the J that 
future. The effort of the Act to draw a sharp dividing line between jn. & effec 
vestment and deposit banking and to keep the investment banking houses J but 
out of deposit banking is in line with the whole genius of American bank- Tl 
ing and with the spirit and intent of the Federal Reserve Act. It js 9 deta’ 
fully warranted and amply supported by precedent and theory. Whether # emer 
it be, as asserted by some, out of harmony with the spirit of the times, 9 in A! 
and in opposition to what has happened in our banking system of recent fact 
years, is another question. This discussion is not intended to deal with # been 
such questions on their merits, but merely to place the Act of 1988 in J the | 
its correct light historically and analytically. erad 

The Banking Act of 1933, moreover, attempts to protect the member 9 "¢25 
bank from the invasions and usurpations of the Reserve system itself to #% stan 


a certain extent. Of recent years there has been au absolutistic tend- bod) 
ency for Reserve banks to spend much of their time in open-market op- or 
erations, designed to assist the coming of “some far-off divine event” in it is 
international financial intrigue, or some imagined plan of monetary re- J "qu 


construction which has usually turned out to be a mirage at best. The J ™r 
Act, accordingly, undertakes to fix the responsibility for such ma- J bod, 
noeuvres and so to protect the member bank against the use of its funds J "2" 
in subterranean ways not publicly presented or understood. It places the # ‘™t 


conduct of open-market policies in the hands of the Federal Reserve sys- #8" 
tem in a new body, the Open Market Committee, in which all Federal  ™°" 
Reserve banks are to be represented, and gives the Federal Reserve J ®d 
Board controlling power in directing these transactions. There was no limi 
provision in the new Act against which certain Federal Reserve influences high 
directed a more bitter fight than this one, and none on which their argu- § 2! 
ment was less cogent. In a similar way, the Act directs that negotiations ‘all 
with foreign central and other banks shall be conducted under the super- fulf 
vision of the Federal Reserve Board, and shall not be undertaken at all Ss” 
without its permission, while their results shall be regularly reported to ban 
the Board and by implication to Congress. Here are provisions to which sult 
no sound exception can be taken, and which are calculated to serve as & by 
usual protection against usurpation and assumption of dictatorial finan- for 
cial powers. 

The final protective effort of the Act is directed toward the safe- 
guarding of the general stability and responsibility of the members. 
Under this head, we may enumerate the abolition of the security affili- 
ates and the separation of directorates so as, if possible, to recreate the 
older type of bank board when at its best—a group of non-partisan, 
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disinterested men who have an eye single to the welfare of the community. 
Although much of the controversy of the measure raged about these pro- 
visions, they are so simple and obvious in their significance, so self-evi- 
dently for the general benefit of the banking interests of the public, 
that I think we need not even discuss them in detail. If they prove in- 
effective in details of operation and application, the fact is unfortunate 
but does not reflect upon their general purpose and purport. 

This is merely a thumbnail sketch of a great Act, inclusive in terms, 
detailed in technique, conceived to remedy, in some measure, a serious 
emergency and confronting at the very moment of its inception, a crisis 
in American banking. It is a worthy effort at rescue. Its fault lies in the 
fact that it does not go the root of the situation. “Drastic” as it has 
been described, far-reaching as it unquestionably is, it is not a solution of 
the banking problem, for the good and sufficient reason that it does not 
eradicate the causes of evil in our system. A very brief reference to the 
reasons which underlie this statement must suffice. First of all, the out- 
standing result of this Act is to give to the Federal Reserve Board, a 
body possessed of enormous powers which it has left largely in abeyance 
or transferred to others, still greater and more inclusive authority which 
it is now asked to use sanely and constructively. The Act makes this 
requisition at a time when the Board has apparently reached low-water 
mark in prestige and probably in ability. Organized as a nonpolitical 
body with membership fairly evenly divided in political preference and 
in no sense bitterly partisan, it is now composed 100 per cent of Demo- 
crats, recent appointees having been selected primarily on political 
grounds. Organized at the start with an imposed requirement that the 
membership consist partly of men qualified in banking by knowledge 
and experience, the constituent act has been deprived heretofore of that 
limitation; and appointments have been made without regard to it. Its 
high aspirations to become a “supreme court of finance” have not been 
realized, and at critical moments in American banking life, it is not even 
called into consultation by administrators. Can such a Board assume and 
fulfill the duties that an exacting Congress has placed upon it against 
its own will? Will such a Board become wise and forward-looking in 
banking, and courageous in meeting emergencies, public-minded in con- 
sulting the nation at times when it should know the nature of the crises 
by which it is confronted? We can only ask these questions and leave them 
for the future to answer. 

The Act, moreover, assumes that it will be possible to fasten upon the 
nation a banking system conceived along classical lines, devoted to the 
maintenance of equality in the use of credit, fair distribution of banking 
service, and the observance of those qualifications usually included under 
the head of “sound banking.” Let this be definitely understood: There 
was never a nation that could be democratic without paying some at- 
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tention and giving some time and thought to the realization of demo. 
cratic ideals; there was never a nation that could have a sound bankin 
system without studying it and insisting that it be carried on along the 
lines upon which it was founded. The United States cannot have such 
a system unless it be willing to make the sacrifices which alone will en- 
sure its establishment and maintenance. The insistence of the nation upon 
indulgence in stock gambling of an extreme type, corporation finanée of 
a shoddy and unsafe sort, and extravagant, costly, and hazardous gov- 
ernment finance, apologized for on the ground of “emergency,” vill 
never have a sound banking system. Drastic penalties, extreme prohi- 
bitions, careful and meticulous safeguards, will never attain the end 
sought by those who want a well-organized, carefully-managed bank- 
ing system. Punishment never creates ability or honesty. 

The Banking Act of 1933, moreover, has failed at a critical point. 
It could succeed in accomplishing the difficult ends at which it aims only 
by providing itself with the requisite mechanism for their attainment. 
Of this, branch banking upon a fairly comprehensive scale was an essen- 
tial. Yet, political prejudice and hostility succeeded, early, in making it 
apparent that nothing thorough in the way of branch banking could be 
expected, while practical political compromise was active up to the very 
end of the history of the measure, and has succeeded in making it plain 
that only under unexpected circumstances can the shadowy branch pro- 
visions of the law as adopted be expected to give much aid in the estab- 
lishment of a stronger system of banking. The Act seeks great trans- 
formations; it refuses the powers and mechanisms necessary to bring 
them safely and effectively into operation. 

If what I have said be considered in any way a correct appraisal of 
the Banking Act of 1938, it must be clear that the measure is transi- 
tional, and that it will be needful, at no distant date, to undertake a 
rather complete rectification of our banking system. When or how such 
a result will be brought about is still obscure. It may happen as the re- 
sult of the inexpert tinkering of “progressive” minds, or be the outcome 
of a general demand on the part of bankers weary with the banking 
ineptitude of the past decade, or it may originate with business men 
who want and must have access to credit properly granted, or it may 
possibly come through the public-spiritedness of a few men who go on 
devoting their minds to the subject and taking up arms against a sea 
of troubles and perhaps, by opposing, ending them. It cannot now be 
indefinitely delayed. Our national banking system is obsolete, our Fed- 
eral Reserve system in incapable and unsympathetic hands, our examina- 
tion system hamstrung by politics and prejudice. The Banking Act of 
1938 is a protest against a banking world gone wrong. Whether it will 
be heeded or not is to be seen; but if heeded, much more will be essential 
in the way of legislation before that heed proves effective in results. 
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SOME STATISTICS ON THE GOLD SITUATION’ 


By G. F. Warren 
Cornell University 


Since the gold problem is of such general interest, it is desirable to 
examine the statistical position of gold. Of course, in the space of a brief 
paper only a few of the many important points can be considered and 
these only very inadequately. 

Gold Supplies. Cassel, Kitchin, Woytinsky,’ and others have shown 
that for more than seventy-five years before the War, any period in which 
the world monetary stocks of gold did not increase a little more than 3 
per cent per year was a period of falling commodity prices in gold stand- 
ard countries. Before the War, prices in England and in the United 
States were in close adjustment with this long-time ratio. If this rela- 
tionship had continued until 1928, world monetary stocks of gold would 
have been expected to support a price level about 10 per cent below 
1914 prices. 

The writers* have shown that for seventy-five years before the War, 
the ratio of world monetary stocks of gold to the world physical volume 
of production of basic commodities equaled wholesale commodity prices. 
Short-time deviations from this relationship occurred, but there was no 
trend away from it. 

The Sauerbeck-Statist index number of commodity prices in England 
in 1914 was 2 per cent higher than this relationship would call for and 
the United States Bureau of Labor Statistics index was 2 per cent 
lower than this relationship would call for. 

From 1914 to 1928, the world monetary stocks of gold increased 38 
per cent. World physical volume of production also increased 38 per 
cent. If the seventy-five year pre-War relationship had continued, pre- 
War prices would have been expected. 

The reason for the difference between this result and the calculation 
by Cassel and others is that before the War, the physical volume of pro- 
duction was increasing at the rate of 3.15 per cent per year, but that 
production of commodities was slowed down by the War. 

Some persons have believed that there was, or would be, a world-wide 
increase in the efficiency with which gold stocks were used and that a 
‘This paper was jointly prepared by G. F. Warren and F. A. Pearson. 

*G. Cassel, The Theory of Social Economy (1924), p. 447. J. Kitchin, The Supply 
of Gold Compared with Prices of Commodities, Interim Report of the Gold Delega- 
tion of the Financial Committee of the League of Nations, Document C, 375, M 161, 
September, 1930. W. Woytinsky, “Das Ratsel der langen Wellen,” Schmollers Jahr- 
buch, 55 Jahrgang, Viertes Heft, p. 30, 1931, maintains that world gold stocks must 
increase 3.142 per cent per year to maintain stable prices. 


*G. F. Warren and F. A. Pearson, “Money and Prices,” Farm Economics 74, p. 
1685, Feb., 19382. G. F. Warren and F. A. Pearson, Prices (1933), p. 76. 
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given gold supply could suddenly support a price level 50 per cent above 
that which seventy-five years of experience would indicate. The writer; 
have found no indication of a sudden increase in the gradual growth of 
efficiency in the use of gold, and therefore have, since 1918, been stating 
the conclusion that commodity prices would return to pre-War or lower; 

The reason for expecting prices to go below pre-War was that after 
a period of monetary chaos, inefficient use of gold was to be expected. 
This subject is further discussed later in this paper. 

Gold Production. Since the discovery of America there have been four 
periods of high gold production. The central points of the first thre 
periods were about 1550, 1750, and 1858. 

More gold was produced in 1858 than in any subsequent year for forty 
years. The fourth period of rapid increase in gold production began in 
the nineties and continued to 1912. Apparently, the rapid increase was 
then over. Production did not increase very rapidly from 1910 to 1914, 
Production fell from 22,605,000 ounces in 1912 to 15,452,000 ounces in 
1922. Much of this drop was due to the low value of gold. This makes it 
impossible to determine what the course of production would have been 
had there been no war. Since the price collapse in 1929, recovery has oc- 
curred and production is somewhat more than in 1912. Of course, nor- 
mal world business is far greater than it was in 1912 so that gold pro- 
duction is not keeping pace with the normal growth of business. 

The writers have shown that for seventy years before the War, any 
period in which yearly gold production did not equal about 5.6 per cent 
of monetary stocks® was usually followed by a period of falling con- 
modity prices. During this period, the production of commodities was 
rising at about 3.15 per cent per year.* A 5.6 per cent production was 
sufficient to provide for industrial uses and increase monetary stocks 
rapidly enough to support the price level. Present gold production is 
less than 4 per cent of the world monetary stocks. World monetary 
stocks of gold are probably a little above 600,000,000 ounces. A pro- 
duction of 5.6 per cent of this amount would be more than 83,000,000 
ounces. 

It is, of course, probable that world production of commodities has 
been so disturbed that after recovery has occurred, the former rate of 
increase will not be resumed for some time, but if pre-War relationships 
were to hold, the present gold production would be expected to result in 
a price decline of about 1 per cent per year after prices were adjusted 
to the gold supply. In any event, the present rate of gold production 


*G. F. Warren and F. A. Pearson, Prices (1933), pp. 117-28. 

Ibid., p. 105. 

*G. F. Warren and F. A. Pearson, “The Physical Volume of Production in the 
United States,” Cornell University Agricultural Experiment Station Memoir 144, Nov. 
1982, p. 22; Prices (1933), p. 47. 
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would not be expected to cause gold to lose in its exchange value for 
commodities after this value comes into adjustment with present gold 
stocks. 

Gold production for 1982 is estimated at 23,718,000 ounces" or only 
5 per cent greater than the output twenty years previous. So far as 
can be learned by consulting engineers in the gold mining field, there is 
nothing in the known gold fields to call for any phenomenal increase in 
production. 

In spite of the unemployed who have gone to gold-mining and the 
highest exchange value of gold for commodities that has occurred since 
England adopted the gold standard, more than a century ago, the gold 
output for 19383 promises to be no more than the output for last year. 
The present high price of gold in nearly all countries and the high 
exchange value of gold for commodities are stimulating the search for 
gold and may result in gold discoveries, but there is no assurance as to 
the number of years or decades that may be required. There is an in- 
crease in the working of low grade ores, but the output from such sources 
is limited. 

A distinction should be made between the stimulus that arises from a 
high price for gold and from a high exchange value for commodities. The 
former will gradually wear off, but the latter is a continuing force so 
long as gold has a high exchange value for other things. 

The world is dealing with an acute situation that must be met in 
months, not decades. Over a long period of time, production is a very 
important consideration, but probable variations in gold production 
are of small consequence when considering the next few years. 
Industrial Uses of Gold. During the seventy-year period before the 
War, the world use of gold for other than monetary purposes increased 
nearly as rapidly as the use of other basic commodities. In a period when 
gold had a high exchange value for commodities, the use in industry was 
checked. In the seventy-year period, nearly 56 per cent of the produc- 
tion was added to monetary stocks.* In the five-year period before the 
War, 53 per cent of the production was added to monetary stocks. 
Monetary Demand for Gold. There appears to be no escape from the 
conclusion that prices in pre-War gold currencies cannot be expected to 
be higher than pre-War unless this situation is brought about by some 
unusual and spectacular decrease in the demand for monetary gold rela- 
tive to business. This is the real problem on the gold side of the price 
question. 

It is, of course, possible that some important countries will definitely 
discontinue the use of gold as money and definitely discontinue their ef- 


— Production,” Federal Reserve Bulletin, Vol. 19, No. 11, p. 694, November, 


*G. F. Warren and F. A. Pearson, Prices (1988), p. 101. 
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forts to maintain gold reserves. This might be done by the remonetiza. 
tion of silver or the adoption of a paper standard. While there is discus. 
sion of continuing off-gold, there is as yet no indication of any discon. 
tinuance of the demand for gold by any important country. In fact, 
gold is the most popular subject of discussion in nearly every country, 

It is also proposed that coinage be discontinued and that gold be kept 
in bars that are so costly as to make it difficult to own one, and that 
these bars be used only in international transactions. Discontinuance of 
coinage is probably desirable and provision should be made for prevent- 
ing a run on the gold supply, but too much should not be expected from 
this. Gold must be released for industrial uses and it will be difficult to 
have all the secondhand gold return to the mint, difficult to compel the 
turning in of all new gold, difficult to prevent persons from following the 
age old tradition of purchasing jewelry and plate as a storehouse of 
wealth. Nations and individuals desire some concentrated non-perishable 
product which they can hold. It is true that this desire is less prevalent in 
America, but by this fact there is less to be gained by trying to over- 
come it. In the more prosperous countries, savings are more likely to 
be invested in homes, savings banks, bonds, and life insurance; but a 
large part of the world’s population still desires to store its savings in 
precious metals. It is probable that after such a period of monetary 
chaos as the world has recently experienced, nations and individuals will 
bid more vigorously for the privilege of having gold. At the present time, 
the world looks on France and the United States as the champion hoard- 
ers. 

Nations have experienced war as well as monetary chaos. They found 
their metallic reserves to be of great value for war purposes. It is highly 
probable that the desire to build up these reserves will continue to be 
very keen. 

There are many factors tending to cause inefficiency in the use of 
gold. Many communities are without banks. It will take time to establish 
these. Many individuals have lost their savings in banks, and may prefer 
to be their own bankers. Charges for the use of checks and discontinuance 
of the payment of interest on deposits check the growth of the use of 
banks. For some years, bankers will favor the maintenance of high bank 
reserves. All these things point to a probable check in the former rate of 
expansion of bank credit per dollar of gold. 

For many years before the War, there was a steady growth of bank 
credit per dollar of gold in the United States and a steady decline in the 
monetary circulation per dollar of gold. The sum of the two showed a 
gradual increase. For the five years preceding the establishment of the 
Federal Reserve system, monetary circulation and bank deposits per dol- 
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lar of gold averaged $11.01. For the five years 1923 to 1927, the aver- 
age was $11.56. In 1920, the overexpansion of credit brought the figure 
to $14.92 and in 1929 it reached $13.89. Apparently, it is unsafe to 
build up too great a pyramid of credit. Credit as well as paper money 
may be fiat. 

The arguments that are now used to indicate that the gold supply is 
sufficient to restore the price level are the same arguments that were used 
to indicate that prices in gold would not fall. 

Why Were Prices High? We find no statistical basis in efficiency in 
the use of gold or in the world supply of gold to call for prices above 
pre-War in the period from 1914 to 1929. Why then were prices so 
high? Apparently, the reason for this was low demand for gold. On 
this point, there is an interesting historical parallel. 

When the French Revolution broke out, France drifted into paper 
inflation. The wild inflation of this period frequently has been described.° 
The influence on prices in other countries is less well known. Being no 
longer in demand for monetary uses, both gold and silver lost value and 
drifted elsewhere. Prices on a metallic basis rose 46 per cent from 1790 
to 1795 in the United States and rose 84 per cent in England. Ulti- 
mately a large part of Europe was involved, and prices in the United 
States and England rose still higher. 

The United States was off the metallic standard for a short period 
during the War of 1812, but the currency returned to par in March, 
1817. Prices remained more than 50 per cent above the level of 1790 
until England attempted to return to the gold standard, a process which 
was completed in 1821. Prices in both countries fell precipitously nearly 
to the price level of 1790. 

In the similar situation this time, the continent of Europe discon- 
tinued bidding actively for gold, and prices of commodities in the United 
States more than doubled. They remained at 40 to 50 per cent above 
pre-War until England, France, and other countries returned to the 
gold standard. 

There is one significant difference. In the Napoleonic War period, 
Europe used both gold and silver as money and prices in neutral coun- 
tries in both gold and silver rose. 

In the World War period, only gold-using countries were involved and 
only gold-using countries had inflation and deflation. Prices in China 
continued their long-time gradual upward course. They showed no indi- 
cation of the inflation of 1920. They rose rapidly from 1922 to 1931. 
Since that time, they have fallen nearly to the 1926 level. The writers 


*A. D. White, Fiat Money Inflation in France. How It Came, What It Brought, and 
How It Ended, April, 1876. 
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| believe that the major factor in the rise in prices was the reduced de indic 
mand for monetary gold and that the major factor in the decline jp both 
prices was the return of demand. T 
—th 

Cuart I ard, 

Index 

disec 
240 Pi 
4 are § 
clud 

150 + fact. 

120} 
| 1895 1905 1915 1925 1935 Pin 
inpExX OF Prices CHINA AND IN THE Unit 
Unitep States, 1895-1933 Unit 

Pre-War= 100 Neth 

Larg 

The gradual rise in prices in China which began about 1885 continued hus 

without the inflation that occurred in gold-using countries. “er 
During the Napoleonic War period, both gold and silver were used Fran 
by the countries that left metallic standards and inflation occurred in _ 
silver- as well as in gold-using countries. When the metallic standards Swe 
were re-established, deflation occurred in both silver and gold countries. = 

Merely being off the gold standard does not necessarily mean low de- Can 
mand. Thirty-four countries are off the gold standard now, but most va 

of them are vigorous bidders for gold. Europe was not actively bidding + 
for gold during the war period. 

The writers have anticipated that gold would acquire more than its of 
pre-War value with the attempts to return to the gold standard, and ey 
for fifteen years have been stating the conclusion that prices would re ly) 
turn to pre-War or lower.*® The arguments now being presented to in- 
dicate that a given quantity of gold with a given volume of business can Il 
support a price level 50 per cent higher than the same gold would have 19: 
supported before the War, are the same arguments that were used to - 


*G. F. Warren and F. A. Pearson, Prices (1933), pp. 117-25. 
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indicate that prices would not fall. We think them equally unsound in 
both cases. 

The conclusion so frequently stated in the past we believe still holds 
_that, provided the former gold-using world returns to the gold stand- 
ard, prices expressed in any pre-War gold currency will be below pre- 
War for the next decade, or longer, unless unforeseen phenomenal gold 
discoveries are made. 

Prices in Various Countries. Prices for August in various countries 
are shown in Table I. There are great differences in the commodities in- 
cluded and weights used in the various index numbers. In spite of this 
fact, the prices expressed in pre-War gold currencies show a high degree 


TaBLeE I 
WHOLESALE PRICES OF COMMODITIES IN VARIOUS COUNTRIES FOR AUGUST, 1933 
Pre-War= 100 
Ind Gold Pewee 
ndex o Pre-War 
Base ot Number | Divisors | Gold 
Period modities August | August /Currencies 
1933 1933 August 
1933 
Primarily-basic-commodity index 
numbers 
United Kingdom (Statist) . . 19138 45 96 1.48 65 
United States (Statist)........... 1913 t 94 1.37 69 
Netherlands. ..... aes, 1913 48 73 1.00 73 
Largely-basic-commodity index num- 
bers 
Australia. . 1910-14 92 134 1.86 72 
New Zealand . . 1909-138 180 133* 1.86* 
Belgium. Ba ....| April, 1914 126 501 6.94 72 
France ....| 1018 126 397 4.92 81 
Italy. 1913 140 278 3.67 76 
Denmark. . RES 118 126 1.82 69 
Sweden. . . : 1913 160 108 1.58 68 
All-commodity index numbers 
1913 400 94 1.00 94 
Canada. 502 108 1.45 74 
United States 1910-14 784 102 1.37 74 


*July +t Table VI. 


of similarity except for the German index. While the German currency 
is ostensibly kept at par, the operation with “stalled marks” undoubted- 
ly influences prices. 

Prices of basic commodities in various countries are shown in Tables 
II and III, and in Chart II. Prices declined with great rapidity from 
1929 to 1982. Since December, 1981, the decline has been less rapid. 
Basic commodities throughout the world are about two-thirds of pre- 
War prices, or at less than half the prices of 1926. 
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Taste II 


INDEX NUMBERS OF WHOLESALE PRICES OF BASIC, OR LARGELY BASIC, COMMODITIxs 
IN VARIOUS COUNTRIES* 
In currency 


———— 
Nether- | United : 
lends | Kinedom Sweden | Canada | France Italy ~~ 
Base Period 1913 1913 1913 1913 1913 1913 1913 
1926 145 148 — 157 — _ 146 
1929 142 135 130 153 624 451 186 
1930 117 114 119 129 529 365 114 
1931 97 | 98 103 97 400 295 90 
1982 79 «| 94 96 86 338 261 74 
1982: Jan. 84 100 96 92 343 273 80 
Feb. 83 | 102 96 92 346 273 79 
Mar. 82 | 99 97 90 348 276 78 
Apr. 80 | 97 96 89 343 267 15 
May 7 «(| 94 97 87 335 258 72 
June 78 91 $8 84 827 254 70 
July 76 | 93 98 85 $27 249 72 
Aug. 75 95 98 86 339 259 14 
Sept. | 76 «CO 95 97 84 344 264 75 
Oct. 7 | 95 337 256 72 
Nov. ae 92 94 82 334 255 71 
Dec. — 91 93 80 337 253 70 
1933: Jan. 75 92 91 80 336 257 70 
Feb. 74 91 90 80 336 257 69 
Mar. 72 | 91 91 82 838 256 70 
Apr. 71 | 9 92 84 341 253 73 
May 72 «| 95 93 88 351 251 81 
June 73 96 94 91 359 257 88 
July 73 96 94 99 359 258 96 
Aug. 73 | 96 91 95 355 253 94 
Sept. 75 | 9% 92 94 347 252 94 
Oct. 75 95 93 90 248 93 


* Netherlands largely basic; United Kingdom and United States tables 4 to 6; Sweden and 
France, raw materials; Italy, materials; and Canada, raw and partly manufactured materials. 


Sauerbeck-Statist Index Numbers in England and in the United States. 
The only important index numbers in other countries that are approxi- 
mately comparable with the United States Bureau of Labor Statistics 
all-commodity index are those for Germany and Canada. All other in- 
portant index numbers are more heavily weighted with basic commodi- 
ties. Over a long period of time, a basic index agrees very closely with 
the Bureau of Labor index of 784 commodities, but when sudden move- 
ments occur the differences are great. For example, an index for 30 
basic commodities in the United States and the United States Bureau of 
Labor Statistics all-commodity index were identical for the years 189], 
1918, and 1926. Last February, the index of 30 basic commodities fell 
to 66, whereas the United States Bureau of Labor index stood at 87 
when the five years before the War is called 100. 

A serious error is made by comparing a British index of basic prices 
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with the United States Bureau of Labor index of all commodities. In 
order to obtain index numbers as nearly comparable as possible, an index 
number was prepared similar to the Sauerbeck-Statist index except that 
the weight given to flax fibre in the English index was added to cotton 
in the United States, and cottonseed oil was substituted for palm oil. The 
results are shown in Charts III and IV and in Tables IV to VI. 

In 1926, the English index stood at 148 and the United States index 
at 146 when 1913 was 100. The latter figure was the same as the Bu- 
reau of Labor index when 1910-14 equals 100. 

The English and United States index numbers were identical for the 
years 1928 and 1580. After England left the gold standard, her prices 
were fairly stable, but the rapid decline continued in the United States. 
In February, 1988, the English index stood at 91, and the United 
States index at 69. By July, 1983, both index numbers were at 96 and 
have since continued approximately alike. 


Taste III 


INDEX NUMBERS OF WHOLESALE PRICES OF BASIC OR LARGELY BASIC COMMODITIES 
IN VARIOUS COUNTRIES 


In gold 
Average 
Nether- | United United rag 
Sweden | Canada} France | Italy Seven 
lands |Kingdom States 

Base period 19138 1913 1913 1913 1913 1913 1913 1913 
1926 145 148 157 146 
1929 142 135 130 153 127 123 136 185 
1980 117 114 119 129 107 99 114 114 
1931 97 91 97 94 81 80 90 90 
1932 79 68 66 76 69 71 74 72 
1982: Jan. 84 71 69 78 70 74 80 75 
Feb. 83 72 69 80 70 74 79 75 
Mar. 82 74 71 80 71 75 78 76 
Apr. 80 75 68 80 70 73 75 74 
May 79 71 68 77 68 70 72 72 
June 78 68 68 73 66 69 70 70 
July 76 68 66 74 66 68 72 70 
Aug. 15 68 65 15 69 71 74 71 
Sept. 76 68 65 76 70 72 75 72 
Oct. 77 64 62 75 68 70 72 70 
Nov. 77 62 61 72 68 69 71 69 
Dec. 76 61 62 69 68 69 70 68 
1988: Jan. 75 64 62 70 68 70 70 68 
Feb. 74 64 61 67 68 70 69 68 
Mar. 72 64 62 68 69 70 70 68 
Apr. 71 65 61 68 69 69 70 68 
May 72 65 60 66 71 68 69 67 
June 73 67 61 67 73 70 | 72 69 
J uly 73 66 60 67 73 70 69 68 
Aug. 73 65 57 65 72 69 69 67 
Sept. 75 61 55 61 71 69 63 65 

Oct. 75 59 56 59 67 63 
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Cuart II 
Index 
140 [ 
120 |. \ 
\ 
100 | 
60 Wy 4 A 
1929 1930 1931 1932 1933 
Prices or Basic Commopitizs in Seven Countries Expressep IN 
Pre-War CurreENciEs, 1929-33 
Pre-War= 100 
Prices in gold in the two countries have at all times been in approx- 
mate agreement. By having her currency depreciate in gold as the con- 
modity value of gold rose, England maintained a stable price level. By 6 


depreciation of the gold value of the dollar in 1988, prices in the United 
States rapidly rose to the English level, although prices in gold were 
nearly stable or showed a slight tendency to decline. ' 
The influence of raising the price of gold on basic commodity prices 
depends on whether the amount of gold required to buy commodities 
is changing. If a country raises the buying price of gold at about the 
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same rate as the gold value of basic commodities falls, it will maintain 
approximately stable commodity prices. This was the experience of Eng- 
land, Sweden, and many other countries for about two years. If a coun- 
try raises the buying price of gold at a time when the gold value of 
basic commodities is stable, prices will rise in proportion to the advance 
in the price of gold. This has been the experience of the United States 
for about six months. 
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Prices declined with great rapidity from 1929 to 1982. Since tha 
time the decline has been less rapid. 

By suspending the gold standard and raising the price of gold in Sep. 
tember, 1931, England stopped the decline in prices. By raising the 
price of gold in 1933, prices in the United States were brought to the 
English level. 


8! 


Index numbers of prices in gold have been nearly identical in the two 
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IV 


s4UERBECK-STATIST INDEX OF WHOLESALE PRICES FOR THE UNITED KINGDOM, 1924—33* 
Prices in Currency 
1913= 100 


Jan. | Feb. Mar.| Apr. May | June July | Aug. | Sept.) Oct. | Nov.) Dec.| Year 


1924 | 161 | 163 | 161 | 161 | 160 | 160 | 163 | 162 | 167 | 172 | 171 | 174 164 
i925 | 170 | 168 | 165 | 162 | 160 | 154 | 158 | 158 | 156 | 153 | 156 | 153 160 
1926 | 152 | 150 | 148 | 148 | 148 | 147 | 148 | 149 | 151 | 154 | 154 | 146 148 
1927 | 145 | 146 | 145 | 145 | 146 | 145 | 144 144 | 143 | 142 | 143 | 148 144 
1928 | 142 | 142 | 145 | 148 | 148 | 144 | 142 | 138 | 187 | 187 | 139 | 139 141 
1929 | 188 | 141 | 142 | 137 | 133 | 133 | 186 | 184 | 182 | 131 | 127 | 128 135 


1990 | 125 | 128 | 121 | 119 | 116 | 118 | 111 | 108 | 107 | 106 | 104 | 102| 114 
1931 | 101 | 101 | 101 | 99| 97| 94| 98] 95] 97] 98| 100| 98 
i932: | 100 | 102 | 99 | 97] 94] 91] 93] 95] 9@| 92] 91: 


1988 | 92] 91 91 92; 95) 96) 96) 95) 95 


* To convert from the 1867-77 base to the 1913 base, multiply by 1.176471. 


countries. Prices in currency have differed about in proportion to differ- 
ences in the price of gold. If a country raises the buying price of gold 
at a time when the gold value of basic commodities is rising, the price of 
commodities will rise more rapidly than the price of gold advances. If 
a country lowers the buying price of gold at a time when the gold value 
of basic commodities is rising, it will increase the rapidity of the de- 
cline in commodity prices. 

Whenever prices change, prices of manufactured goods move slowly. 
Therefore, an index number like the United States Bureau of Labor in- 
dex always lags behind any force that causes price changes. 

Arrested Deflation, Reflation, Inflation. In all price comparisons, dis- 
tinction should be made in these three situations. The action of England 
in 1931 stopped deflation. 

In the United States the condition last spring was one of incomplete 
deflation. Prices of some manufactured goods, some salaries, freight 
rates, and utility charges had declined very little. The Sauerbeck-Statist 


TaBLe V 


8AUERBECK-STATIST INDEX OF WHOLESALE PRICES FOR THE UNITED KINGDOM, 1924-33 
Prices in Gold 
1913= 100 


Jan. | Feb. | Mar.| Apr. | May | June| July | Aug. | Sept.) Oct. | Nov. Dee. | Year 


1924 | 141 | 144 | 142 | 144 | 143 | 142 | 146 | 150 | 153 | 159 | 162 | 168 | 149 
1925 | 167 | 165 | 162 | 160 | 160 | 154 | 158 | 158 | 156 | 153 | 156 | 153 159 
1926 | 152 | 150 | 148 | 148 | 148 | 147 | 148 | 149 | 151 | 154 | 154) 146 148 


1927 | 145 | 146 | 145 | 145 | 146 | 145 | 144 | 144 | 143 | 142 | 143 | 143 144 
1928 | 142 | 142 | 145 | 148 | 148 | 144 | 14@ | 139 | 187 | 187 | 189 | 139 | 141 
1929 | 138 | 141 | 142 | 187 | 188 | 183 | 186 | 134 | 182 | 181 | 127 | 128 | 135 


123 | 121 | 119 | 116 | 118 | 111 | 108 | 107 | 106 | 104 102 114 
1931 | 101 | 101 | 101 99 97 97 94 93 88 | 78) 75 69 91 
1932 71 | 74 75 71 68 | 68| 68 | 68) 64 62 61 68 
1983 | 64) 64 64 65 65 67 66 65 61 59 | 61 63 63 


J | 
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Taste VI 


SAUERBECK-STATIST INDEX OF WHOLESALE PRICES FOR THE UNITED STATES, 1924-33 
Prices in Currency* 
1913=100 


Jan. | Feb. | Mar. Apr. | May | June| July | Aug. | Sept.} Oct. | Nov.| Dec 


1924 | 143 | 146 | 141 | 189 | 187 | 141 | 144 | 141 | 144 | 149 | 155 
1925 | 160 | 158 | 157 | 151 | 149 | 149 | 151 | 158 | 158 | 158 | 156 | 155 | 


1926 156 | 154 | 149 149 | 147 | 145 | 145 | 142 | 142 | 139 | 189 | 189 
1927 188 | 187 | 1388 | 1388 | 1388 | 139 | 140 | 141 | 140 | 140 | 189 | 189 
1928 141 | 140 | 142 | 144 | 146 | 142 | 142 | 138 | 189 | 187 | 187 | 188 
1929 140 | 189 | 140 | 188 | 134 | 183 | 188 | 188 | 189 | 186 | 188 | 18] 
1930 130 | 126 | 123 | 122 | 119 | 115 | 110 | 109 | 107 | 104 | 102 | 100 
1931 99 97 97 | 95 91 89 90 87 85 83 84 81 
19382 80 79 78 75 72 70 72 74 75 72 71 70 
1933 70 69 70 | 7% 81 88 96 94 94 93 94 93 

Prices in gold 
70| 70| 69| 72| 69 | 69 | 63 | 63] 59| 59 


1933 70 69 


* For details of construction: Sauerbeck-Statist index of commodity prices for the United 
Kingdom and Comparable Index Numbers for the United States, Farm Economics, p. 19%, 
November, 1933. 

The prices used in this calculation of the Sauerbeck-Statist index for the United States wer 
obtained from the reports of the United States Bureau of Labor Statistics and the current 
data are being supplied through the courtesy of Dr. Isador Lubin. 
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index for the United States stood at 47 per cent of the 1926 levd, 


If 
whereas the Bureau of Labor index was 60 per cent of the 1926 index wn 
Had deflation continued, these two index numbers would ultimately have 50 


come together. Reflation does not call for an equal rise in the two index 
numbers. Any force tending to raise prices would first have to over 
come the unadjusted part of the prospective decline in the all-commodit 
index of the United States Bureau of Labor Statistics. A restoration of 
prices causes an approach to equilibrium in the price structure. 
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VII 

PER CENT ADVANCE IN PRICES SINCE FEBRUARY Six 

> |,2 = 
| HES | | 2 | | 
| 2 22 | | 38 | 
July 
March esi 8 Ff 3 3 1 1 4 2 Aug 
April 5 411 | 6 8 3 1 14 l dept 
May 18 64 23 9 6 37 6 Oct 
June 3 | 77 | @ 82 15 9 41 8 Nov 
July 40 | 60 | 839 47 25 16 65 M4 Dec 
August 87 | 7 | 86 47 27 17 57 16 _ 
September 48 | 67 | 86 45 29 18 49 16 Ady 
October 49 58 | 35 42 29 20 45 16 = 
November 60 74 44 30 20 47 . 
to! 
* Prices are for the 15th of the month. 193 


——— = — 
Six 
154 Eni 
146 
139 
14] 
186 Januar 
114 
Februs 
March 
74 
85 April 
May 
June 
Augus 
Septer 
Octobe 
Nover 
Decen 
| 


Some Statistics on the Gold Situation 125 


Tasie VIII 


ICE INCREASES IN SIX-MONTH PERIODS, UNITED STATES BUREAU OF LABOR STATISTICS INDEX 
OF WHOLESALE PRICES OF ALL COMMODITIES 


1910-14= 100 
1916 1917 1918 1919 1920 
196 By cuary 12 12 | 2 2 1 1 0 0 | 19 9 
1 | @ -1 |-1 -5 | 
March 14 14 | 2% 18 7 12 
4 13 | 18 8 a 15 
13 12 | $1 21 7 “a8 | 11 
oo 9 8 | 29 19 5 3 2 1 13 6 
66 July 7 6 | 27 is | 14 8 16 8 
—— BE August 7 6 25 16 11 6 19 10 
September 8 7 13 8 14 7 12 6 
. 1997, RE October 12 10 2 1 12 6 9 5 
November 21 17 1 1 ll 6 18 7 
£3 Were December 23 19 0 0 6 8 14 7 
current 


Advance from April to October, 1933: 16 points, 18 per cent. 


If at the beginning of a price rise, prices of basic commodities, manu- 


rvs factured goods, and freight rates were in approximate equilibrium, a 
_ SRE vse in prices would bring about the usual maladjustments resulting from 
Taste IX 
odity PRICE INCREASES IN SIX-MONTH PERIODS, WARREN AND PEARSON INDEX OF WHOLESALE 
ion of PRICES OF THIRTY-BASIC COMMODITIES* 
1910-14= 100 
1916 1917 1918 1919 1920 
January lt 14 42 33 —§ —-2 |-—14 —6 18 8 
February 18 18 39 80 —4 —-2 |-2 -—12 20 9 
March 20 20 37 26 10 5 |-—19 —9 17 8 
April 19 18 33 21 5 2 |-14 —7 21 9 
May 12 11 41 25 1 0 —8 —4 20 8 
June 7 6 51 30 0 0 15 7 5 2 
July 6 5 53 31 5 2 37 19 
August 5 4 36 20 6 3 34 17 
September 7 6 23 12 8 4 19 9 
October 9 5 2 | 17 ~ 
November 36 29 |-13 —6 4 2 15 7 
December 40 82 —15 -—7 1 0 9 4 


Advance from April to October, 1933: 23 points, 32 per cent. 
*G, F. Warren, F. A. Pearson, and H. M. Stoker, ““Wholesale Prices for 213 Years, 1720 


_ — Cornell University Agricultural Ezeriment Station, Memoir 142, p. 75, November, 
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TABLE X inf 
INDEX NUMBERS OF PRICES OF FIFTEEN COMMODITIES IN ENGLAND AND THE UNITED STATES re: 
OCTOBER 16 TO DECEMBER 15, 19338 : 
October 21 = 100* inf 
Prices in Currency Prices of Gold Prices in Gold M. 
Unitec | States Ba Tni 
England States | England | on the Lon-| England ~ 
| don Market ro 
Oct. 16 100.1 100.5 | 100 100 100 101 ar 
Oct. 17 99.1 101.7 | 102 104 97 98 
Oct. 18 99.5 101.2 | 103 102 97 99 Li 
Oct. 19 99.3 100.7 101 102 98 99 
Oct. 20 99.6 99.9 | 100 100 100 100 mi 
Oct. 21 100.0 100.0 | 100 100 100 100 
Oct. 23 100.2 101.5 | 101 103 99 99 
Oct. 24 100.2 102.5 100 105 100 98 th 
Oct. 25 99.9 104.3 | 101 106 99 98 
Oct. 26 99.7 104.1 | 102 107 98 97 
Oct. 27 99.5 104.5 | 102 106 98 99 m 
Oct. 28 100.5 104.2 | 101 105 100 99 fr 
Oct. 30 100.3 105.1 | 102 107 98 98 
Oct. 31 99.8 104.7 102 107 98 98 
Nov. 1 99.7 104.3 103 109 97 96 in 
Nov. 2 99.3 104.5 104 111 95 4 : 
Nov. 3 100.5 105.3 104 111 97 95 18 
Nov. 4 100.3 106.0 | 103 111 97 95 fit 
Nov. 6 99.7 106.7 | 103 111 97 96 2 
Nov. 7 99.3 — | 101 — 98 _ | 
Nov. 8 99.4 109.4 | 103 113 97 97 m 
Nov. 9 100.0 110.6 102 115 98 96 
Nov. 10 99.7 110.3 | 101 114 99 97 gt 
Nov.11 | 100.0 110.4 | 101 114 99 97 
Nov.13 | 99.9 111.0 | 100 115 100 97 
Nov.14 | 99.5 112.2 | 100 116 100 97 r¢ 
Nov. 15 98.5 112.2 100 120 99 94 
Nov. 16 97.9 113.4 | 100 117 98 97 
Nov. 17 98.2 111.9 | 100 115 98 97 T 
Nov. 18 98.3 111.7 100 116 98 96 ; 
Nov. 20 98.1 111.9 99 116 99 96 I 
Nov. 21 7.9 111.9 99 119 99 94 st 
Nov. 22 97.5 111.3 98 117 99 95 
Nov. 23 97.5 110.4 98 114 100 7 
Nov. 24 | 97.4 110.4 98 - 113 99 98 te 
Nov.25 | 98.3 109.7 98 113 100 97 
Nov. 27 97.9 108.1 98 110 100 98 
Nov. 28 98.1 108.3 98 112 100 97 at 
Nov. 29 | 98.2 108.4 98 112 100 97 - 
Nov. 30 98.6 97 102 
Dec. 1 98.1 108.7 97 112 101 97 = 
Dec. 2 98.6 108.3 97 111 102 98 0, 
Dec. 4 98.1 108.1 97 110 101 98 de 
Dec. 5 98.3 108.9 98 112 100 97 tr 
Dec. 6 98.1 108.1 99 112 99 97 os 
Dec. 7 7.7 108.3 98 111 100 98 Cc 
Dec. 8 97.1 107.8 99 112 98 96 
Dec. 9 7.3 108.4 98 113 99 96 on 
Dec. 11 97.8 108.4 99 lil 99 98 - 
Dec. 12 ..7 107.6 98 110 100 98 le 
Dec. 13 98.0 107.1 98 109 100 98 - 
Dec. 14 98.3 107.3 98 111 100 97 of 
Dec. 15 97.9 108.2 | 99 111 99 97 


| 
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inflation. If reflation were carried beyond the point at which prices 
reach an approximate equilibrium, the price structure characteristic of 
inflation would appear. 

Prices Since February. The gold standard was suspended internally 
March 5 and was suspended externally in April. From February to No- 
vember, the price of gold rose 60 per cent. 

From February to November prices paid to farmers for food products 
rose 47 per cent. The same food products at retail prices rose 15 per 
cent (Table VII). 

Prices of thirty basic commodities rose 44 per cent; the Bureau of 
Labor index, 20 per cent; and Fisher’s index, which gives less weight to 
manufactured articles, rose 80 per cent. 

The rise in prices in the six months from April to October was one of 
the rapid advances of history (Tables VIII and IX). 

In only one six-month’s period during the World War did basic com- 
modities show a larger percentage advance than that which occurred 
from April to October, 1933. 

Prices Since October 21, A daily index of prices of fifteen commodities 
in the United Kingdom and for the same commodities in the United States 
is shown in Table X. From October 21 to December 15, prices of these 
fifteen commodities fell 2 per cent in England, but rose 8 per cent in the 
United States. The price of gold fell 1 per cent in England so that com- 
modity prices in gold fell 1 per cent. Apparently the world value of 
gold in exchange for basic commodities has not changed greatly. 

Prices in the United States rose 8 per cent whereas the price of gold 
rose 11 per cent*’ or prices in gold fell 3 per cent. 

Prices of Gold. The prices of gold in various countries are shown in 
Table XI. Throughout the world there is a strong movement to raise the 
price of gold. A number of the countries off-gold have taken definite 
steps to raise its price. 

Thirty-four countries are now off-gold and only two are attempting 
to maintain their pre-War gold currencies. A world-wide movement of 


"Prices of gold for the United States are London prices in dollars because these 
are the effective prices. They apply when commodities are purchased or sold. 


* The index numbers of prices for England include: cotton, spot, upland, Liverpool; cotton- 
seed oil, refined, Hull; linseed oil, London; linseed plate, Hull; turpentine, London; rubber, 
October delivery, London; wheat no. 2, Manitoba, Liverpool; copper, standard, spot, Lon- 
don; tin, standard, spot, London; lead, spot, London; silver, in bars, London; tallow, Aus- 
tralia, Sept.-Oct., Liverpool; cheese, Canadian, new, Liverpool; pork bellies, clear, Liverpool; 
~ lard, spot, Liverpool. The quotations were taken from the Journal of Commerce, New York 

The index numbers of prices for the United States include: cotton, middling upland; 
cottonseed oil, December; linseed oil, spot carlots; linseed cake for export; turpentine, carlots; 
rubber, rib smoked sheets; wheat, no. 2 red; copper, electrolytic; tin, Straits Settlements; 
lead; silver; tallow, extra, loose; cheese, Wisconsin daisies, fresh; pork bellies, dry, clear, 
salted, boxed; and lard. The quotations, on New York markets, were taken from the Journal 
of Commerce and the New York Times. 

The index is based on the average of fifteen relatives. 
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Taste XI 
INDEX NUMBERS OF THE PRICE OF GOLD IN VARIOUS COUNTRIES 
Par=100 
| 
= ~ 
= = 
= g "bo E 3 
Month of | | 
Dec. 1930 100 | 100 | 100 | 100 | 128 | 100 | 100 | 125 | 100 | 100 | 100 
Month of 
Oct. 1931 | 100 | 112 | 125 | 100 | 186 | 116 | 121 | 163 | 188 | 19¢ | 10) 
Month of 
Oct. 1982 | 100 | 110 | 143 | 100 | 165 | 153 | 156 | 179 | 157 | 152 | 16 
Apr. 18, 1933 | 103 | 122 | 142 | 142 | 170 | 148 | 153 | 178 | 177 | 176 | e390 
July 18, 1933 | 146 | 151 | 146 | 146 | 167 | 157 | 160 | 183 | 188 | 180 | e409 
Sept. 16, 1933 | 149 | 154 | 154 | 153 | 164 | 164 | 168 | 193 | 192 | 190 | 268 
Oct. 20, 1933 | 141 | 146 | 152 | 151 | 167 | 162 | 166 | 189 | 189 | 187 | 958 
Nov. 15, 1933 | 169 | 166 | 152 | 151 | 167 | 162 | 166 | 190 | 190 | 187 | 266 
Dec. 16, 1933 | 157 | 156 | 149 | 148 | 199 | 159 | 163 | 186 | 186 | 183 | 952 


this sort cannot be attributed to the acts of any one country. Such a 
movement must have back of it a driving force which is beyond the power 
of any nation to stop. The United States was the last of the thirty-four 
countries to succumb to this force. 

The world gold situation of 1914-29 did not arise from a change in the 
world gold supply relative to world business, but resulted from a change 
in the world price level in gold compared with the world gold supply. It 
might be expressed as “too much price” rather than “too little gold.” 
The only possible corrections are to reduce the whole price and debt 
structure or reduce the gold content of the gold currencies. Apparently 
the gold-using world must follow the latter procedure. 

The Future Value of Gold. Gold, like every other commodity, has al- 
ways been unstable in value. The most stable period in the English ex- 
perience was from 1840 to 1914, but violent fluctuations occurred dur- 
ing this period. From 1840 to 1849, the purchasing power of gold for 
commodities in England rose 88 per cent. From 1849 to 1878, its pur- 
chasing power fell 33 per cent. From 1873 to 1896, its purchasing power 
rose 80 per cent. From 1896 to 1914, it fell 29 per cent. 

The value of gold was particularly unstable during the two great 
European war periods. From 1789 to 1809, its purchasing power fell 
46 per cent; and from 1809 to 1822, rose 78 per cent. 

From 1914 to 192C, its purchasing power fell 54 per cent; and from 
1920 to 1982, rose 220 per cent, at which time its exchange value for 
commodities was the highest in the history of the gold standard in 
England. 

It is to be expected that gold will continue to have a high value for 
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some years. Whether or not this forecast continues to be true, it is 
practically certain that its value will fluctuate violently. The best that 
can be expected from the various control measures is to prevent the 
fuctuations from being as erratic as they might otherwise be. 

With thirty-four countries off-gold, and several others that are likely 
to go off with the scramble to acquire gold; with the possibilities of 
sudden movement of gold from one country to another; with the great 
development of foreign investments which at any time may be shifted; 
with the shift of some of the densely populated countries of Europe 
from a creditor to a debtor position; and with war uncertainties and 
desires for gold for military purposes, decided fluctuations in the value 
of gold are to be expected; and it is to be expected that these fluctua- 
tions will be around a high value. 

Some Americans think that being on gold regardless of the rate is all 
that is required. They seem to have forgotten our experience from 1929 
to February, 1933. To set any figure that is to hold for a generation 
certainly involves a considerable element of risk, both to our prosperity 
and to the future of the gold standard. The gold standard might be 
unable to survive another unsuccessful world attempt to re-establish 
it. A proposal to provide some method for making future necessary 
changes in the price of gold without the necessity of long years of eco- 
nomic distress and political agitation would seem to be a conservative 
proposal. If the gold standard is to have a fair chance for survival, 
it requires some kind of a safety valve. 


3 
100 
i101 
216 
239 
240 
268 
258 
266 
252 
ha 
wer 
four 
the 
nge 
ld.” 
lebt 
atly 
al- 
ex- 
lur- 
for 
yur- 
wer 
eat 
fell 
‘om 
for 
in 
for 


DISCUSSION 


W. H. Sreiner.—To my mind, controlled inflation well-nigh represent; 
a contradiction in terms. It implies that a well-developed technique exis; 
whereby inflation—or reflation, if you please—can be achieved at will, And 
it implies that, once attained, the objective can be maintained at will. |; 
this true today, when we take stock of our present understanding and 
equipment? 

Professor Kemmerer rightly points out the difficulty faced in the problem 
of control because of the “‘two-dimensional” nature of the supply of money, 
whereby it involves both volume or quantity, and velocity or rate of turn. 
over. The latter shows far greater variability than the former, and represents 


the crux of the problem of control. I think we can agree with analysis in these 
terms, regardless of the type of price theory we hold. It matters not whether 


we be advocates of the quantity theory in a rigid form, or bitter critics 
of any quantity theory 

More interesting to me is the fact that velocity represents what we might 
term the human, in contrast to the mechanical, phase of the problem of price 
control. It has always seemed to me rather anomalous that the newer eco- 
nomics regards economics as a science of human behavior as revealed in 
various institutions that man has developed, yet advocates a theory of control 
that regards man as a mere pawn on a chessboard, to be moved about at 
the will of a director. Unwittingly, perhaps, it implies a type of human being 
as mythical as the much discredited economic man of the classicists. How 
often, even before 1929, must various of our governmental bodies have wished 
that human nature were as simple as this! 

The measurement and analysis of velocity of circulation present no mean 
task. The rate at which hand-to-hand money and currency turn over merits 
much further study. Fortunately, data are available in considerable amount 
on the far more important matter of the rate at which bank deposits are 
drawn against. Professor Kemmerer’s index of business confidence repre- 
sents an interesting attempt to lift the veil and study an important factor 


which underlies changes in the velocity of our deposit currency. Of course, 
the attempt is merely a pioneer undertaking. As he frankly points out, it 
affords no clue to conditions in 1933, when business failures were “plugged” 
—as, in fact, they had already been for some time—and when, we may add, 
persunal hoarding for a while displaced business distrust as a primary 
factor in our economic life. Other data would therefore seem desirable to 


supplement the analysis, though what they are, I am not prepared to state. 
Much technical study is required. 


Professor Kemmerer feels that “the plans of the Administration for con- 


trolled inflation all seem to contemplate the effecting of the control through 
the regulation of the volume of money and of bank deposits.” It is true 
that the Thomas Inflation Amendment in its first three provisions does. 
However, the Amendment itself is merely a patchwork quilt which confers 
four different powers, proposed by as many different groups in the com- 
munity, but leaves their use discretionary with the President, instead of 
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mandatory upon him. It is also true that Federal Reserve open-market policy, 
both in 1932 and again this year, apparently contemplates the procedure to 
which Professor Kemmerer refers. I may add that, to my mind, the policy 
of building up excess reserves of member banks on the books of the Federal 
Reserve banks affords an excellent example of the inadequacy of purely 
financial measures to force price recovery in the face of a business situation 
that is not largely favorable. I must confess that I can see no success in 
the policy pursued, but merely a dissipation of resources and an impediment 
rather than an aid to recovery. 

The gold purchase policy, I feel, can hardly be classed with the other 
measures and be expected to operate by regulating currency volume. I 
can see no great mechanical means thereby to price adjustment, but rather 
reliance upon psychologic factors. And I do feel that it involves a serious 
exaggeration of the importance of gold, as well as, at best, a long-run type 
of approach to a short-run problem. To date, the silver purchase policy 
appears cast in much the same mold. 

Professor Kemmerer implies, I take it, although he does not explicitly so 
state, that a price level 40 per cent above the present one can no more easily 
be maintained than it can be achieved. The magnitude and difficulty of the 
task are well illustrated when the post-War price level now so highly praised 
in certain quarters is contrasted with previous historical price levels. And, 
it must be added, a substitute must be devised to perform the adjustive 
functions of price levels, just as of individual prices. But let us assume for 
a moment that prices can be held at this or any given level and that we 
rest content with economic recovery, instead of asking continuous reform 
of the entire economic and social structure. I venture the belief that the 
average man will find himself the victim of averages. He will be a myth; 
the actual man of flesh and blood will be sadly disappointed when his price 
interests in actual commodities do not coincide, as they cannot, with the 
general average. 

In short, with an inadequately developed technique, sublime faith in con- 
trol is of no avail. Success in control rests, not upon the good intentions, but 
upon the skill and knowledge, of the controller. And we must not look upon 
money as a cure for all economic ills. Much better understanding of its 
technical operations, and hence of the limitations of its field of service, is 
required. In pointing out some of the difficulties, not to say pitfalls, in the 
path of controlled inflation, Professor Kemmerer has rendered a distinct 
service, 

Leonarp Warxins.—So many potential arguments are raised by Pro- 
fessors Warren and Pearson in their provocative book, Prices, and by Pro- 
fessor Warren’s paper that any brief discussion must necessarily be sketchy. 
Nevertheless, the thesis presented is definite and unequivocable. The decline 
of prices during the depression has been caused by a shortage in the world 
supply of gold relative to the demand therefor. The most effective escape 
from the depression is to be found in reversing the process—that is, in 
restoring the pre-depression price level (apparently the Bureau of Labor 
wholesale index)—by raising the price of gold enough to overcome the 
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shortage. There are several broad questions raised by this thesis. First, hy 
the decline of the price level been primarily due to a world shortage of 
gold? Second, should the restoration of the pre-depression price level }, 
given primary emphasis in recovery efforts? Third, how effective is th 
gold policy likely to be in restoring this level? 

The first two questions have received much discussion and may be passed 
over briefly. The world-gold-shortage argument popularized by Professo 
Cassel and amplified and modified by Professor Warren has the great at. 
tractiveness of furnishing a simple formula for price level variations past anj 
present. Time does not permit an examination of Professor Warren’s statist. 
cal technique or an enumeration of the historical exceptions to his formula, |p 
my opinion, however, the significance of this explanation of the decline since 
1929 has been exaggerated and it is deficient in the following respects among 
others: 

1. It is based on pre-War rates of growth of gold stocks in relation t 
the production of commodities and takes insufficient account of post-War 
changes in industrial and monetary technique. It fails to take sufficient 
account of the economies introduced in the use of gold through central 
banking and other devices since the War. 

2. In so far as monetary causes were responsible, overexpansion of credit 
and credit abuses were more significant than the alleged gold shortage in 
precipitating the collapse. Professor Kemmerer has shown the importance 
of velocity as a factor in the price decline. 

8. Maldistribution of gold was more significant in causing stringency 
and breakdown in certain sectors than world shortage, but this maldistribu- 
tion was due primarily to war debts, reckless private lending, and tariffs, 
together with the tardiness of some central banks in applying the brakes to 
credit expansion. Doubtless the terms under which the gold standard was 
restored in several countries after the War played a part also. 

The desirability of rising prices at this juncture is accepted provided 
the rise is accompanied by increasing production and employment and 
substantive improvement in industry. It is the proposal to restore the 1926 
price level in a relatively short period of time by direct monetary action 
which has given false color to recovery efforts and promoted fears that 
inflation is just around the corner. High prices which are not grounded on 
production, employment, and purchasing power cannot hold unless they are 
continuously pumped up by false expectations. The 1926 price level, assum- 
ing that it could be restored immediately and directly by monetary manipula 
tion, is not the panacea. It is the elimination of price maladjustments and 
expanding production and employment, which naturally give rise to an ad- 
vancing price level, which are desired, and it should not be forgotten that 
it is this volume of production and employment even more than rising prices 
(except in the case of farmers) which will determine debtors’ capacit) © 
pay and entrepreneurs’ ability to make profits. Restoration of confidence in 
the future of the dollar and governmental activities directed towards increas 
ing the volume of purchasing power and employment through public works 
and banking restoration should do most to promote the growth of recovery— 
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the seeds of which we hope are already germinating. In my view, it would 
be preferable to forget the 1926 price level for a while, cease to woo it 
through monetary policy, and proceed on the assumption that the price level 
will rise in the natural course of trade recovery. 

Professor Warren’s theory of the relationship between gold and the price 
level conforms closely to the pattern of the Laughlin theory. The price level 
is determined by the demand for and supply of goods in ratio to the demand 
f.: and supply of gold. In each case credit is reduced to a subordinate réle. 
Professor Laughlin, however, has been termed an anti-quantity theorist 
because he minimized the gold side and emphasized the goods side in ex- 
plaining price leve] variations. Professor Warren, on the other hand, em- 
phasizes the stability in the rate of growth of production and the variability 
in the monetary demand for and supply of gold. It is unnecessary to dwell 
on other differences in emphasis. Both views clash with those theories which 
emphasize money, credit, and velocity, or money incomes and the unspent 
margin as the dominant factors on the money side of the equation of ex- 
change. The gold theory and the credit theory can be reconciled so far 
as the money side is concerned only by proof that money and credit times 
velocity change proportionately with gold supply. 

In order to examine the gold theory further let us turn to the gold- 
buying program. In his book, Prices, Professor Warren asks what would 
happen if the price of gold were raised 50 per cent (p. 174). Some of his 
answers are as follows: “Prices of cotton and wheat at export points would 
rise a little more than 50 per cent..... Even with no improved prospects 
for business, prices of industrial stocks would increase about 50 per cent. 
.... The value of lumber and other building materials in a house would at 
once rise by 50 per cent.” It is only fair to note that he observes that 
other prices which have not fallen much during the depression would rise 
by smaller margins. Nevertheless, there is basis here for some of the criticism, 
questioned in some quarters as unfair, which has ascribed to Professor 
Warren belief in the immediate and roughly proportionate response of the 
price level of all commodities to varying gold prices. 

Few economists would deny that an increase in the monetary gold supply 
brought about either through an increase in the number of ounces or by 
devaluation will exert some lifting influence on prices. But the evidence seems 
to show that the connection is long-run and uncertain, not immediate and 
proportionate. The connection, moreover, depends in some measure on 
whether the advances in gold prices are made under convertible or incon- 
vertible conditions. Let us examine this connection further. There are ap- 
parently three channels through which higher gold prices may exert a lift- 
ing influence on the general price level. 

There is first the influence acting through the quantity of money. In 
the early days of debasement, with credit relatively undeveloped and seignior- 
age quickly expended by governments, prices were driven up with reason- 
able promptitude but with the usual lags of certain price groups. Since those 
days, with the development of paper money and credit, the relationship has 
become less intimate. Since the War, with the extension of central banking 


and banking restoration should do most to promote the growth of recover)” 
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and the minimizing of reserve ratios as credit guides, the relationship has 
been less direct than before the War. Gold reserves operate through the 
superstructure of money and credit; even during the years of prosperity 
we possessed large excess gold stocks. Gold reserves at most set certain 
elastic upper limits—limits which have been approached only during th 
crisis of 1920 and the panic of 1933. The expansion of these limits at the 
present time is not a necessary conditioning factor for monetary expansion, 
Large gold reserves can affect the price level only in the degree that rising 
prices for gold are accompanied by comparable increases in spending by 
the government and by comparable increases of credit by the Reserve banks 
and commercial banks. The gold policy does not get around the difficult; 
of promoting credit expansion and the restoration of normal velocity; the 
potential increase in money and credit cannot affect prices unless it reaches 
the channels of trade and incomes. 

The second line of causation works through the balance of payments and 
it presents a number of difficult and uncertain issues. If we wish to depress 
the dollar relative to foreign currencies we can do so by bidding more for 
foreign currencies and allowing foreign balances to accumulate, by bidding 
more for foreign gold, and by the threat of depreciation, provided foreign 
nations do not take defensive counter action. If foreign nations are passive, 
undervaluation of the dollar acts as a stimulus on our exports and pro- 
motes a rise in export prices. The spread of the price rise from these in- 
ternational commodities to other price groups will likely be slow and un- 
certain. There are too many variables and uncertainties in this situation to 
permit of any reasonable prediction but a few observations may be offered: 

1. As a competitive device by which one country attempts to secure more 
exports at the expense of other nations, it promises evil except in so far as 
it works to force an international agreement. Fluctuating exchanges and 
competitive action decrease the total volume of international trade. 

2. From the price-raising point of view it is significant that prices did 
not rise materially in England as a result of the sharp fall in the pound 
and it is difficult to escape the conclusion that exchange depreciation in 
England and elsewhere promoted the price decline in gold standard cour- 
tries. The fall in gold commodity prices since 1981 has not been an in- 
dependent variable as Professor Warren implies but has been a function 
of exchange depreciation in the non-gold standard countries. 

8. It is difficult to see how exchange depreciation in any event can be as 
beneficial to the United States as to countries in which foreign trade is 4 
more dominant element and in which exchange depreciation has been largely 
due to pressure through the balance of payments. 

4. The gains so far attributable to our depreciated exchanges—and they 
should have manifested themselves already—are, it appears, considerably less 
than were promised by Professor Warren in earlier writings. 

The third factor in the equation is velocity. It has been pointed out many 
times that given the return of normal velocity the existing supply of money 
and credit is sufficient to support a much higher price level. It is an open 
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P has question as to how this factor will respond to monetary manipulation. The 
h the possibilities range all the way from complete loss of confidence and flight 
rerity from the currerey to restoration of confidence in the future of the dollar 
rtain by adequate reassurances. Either situation will speed up velocity, but no 
B the one wishes the former and many of us desire the latter. Apparently the 
it the increase in velocity which is most needed is the speeding up of investment 
asion, in building and the heavy industries and confidence in the dollar is an 
rising essential condition here. 

gz by Finally, it is pertinent to ask what has been the effect of this combina- 
Danks tion of forces on the general level of prices so far. It is inevitable that 
culty diverse interpretations should occur at this point since Professor Warren 
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and other proponents . the gold policy have pointed to the degree of rise 
of agricultural and other basic international commodities since the low levels 
of last February. But whatever may be said for the policy on the score of 


3 and political and economic expediency, the case is not a good one from the point 
press of view of Professor Warren’s theory. The following observations are offered: 
€ for 1. Even if there had been no change in the gold situation, there was 
Iding reason for expecting price advances from the lows of last February; the 
reign rise had proceeded some distance before the gold standard was abandoned 
$Sive, and before advances in gold prices were inaugurated. 
pro- 2. Many other factors have entered into such price rises as have occurred 
e in- and no one can say what portion of this rise is to be ascribed to the gold 
1 un- policy per se. The threat of inflation has, for example, been active during 
mn to much of the period. 
ered: 3. To select fifteen or thirty basic commodities with a world market— 
more commodities most subject to speculative influences and depreciated exchanges, 
ar as .including some commodities even in the import category—is scarcely a fair 
and proof of the validity of the theory. The proof is no more convincing when 
this comparison is extended to a number of countries. 
} did 4. The Bureau of Labor Index of wholesale prices, itself biased by the 
ound inclusion of international commodities, has risen only 17-20 per cent since 
m in 


the old parity of the dollar was abandoned and relatively little of that 
increase has occurred since October 22 when the policy of raising gold prices 
was inaugurated. 

5. Since the gold price has been raised in the neighborhood of 65 per cent 
it appears that we might expect a comparable rise of average prices or 
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€ as at least a continued movement towards that average without further action 

is 8 by the government according to the theory of Professor Warren. 

gely It is certainly not my intention or wish in any sense to misrepresent the 
gold policy or the theory back of it or at this point to argue the question 

~~ of political expediency. It is only fair to recognize that the proponents of 

ess 


the monetary remedy at the present juncture—and this may express Pro- 
fessor Warren’s real views—have regarded monetary action as a means of 
priming the economic pump. But priming the pump can only be efficacious 
if supported by a strong subterranean flow of trade and employment and 
it is doubtful how far that supporting stream can be established by the mere 
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act of priming. In any case, if the gold theory is correct, the primi 
should now have occurred and it should not be necessary to repeat the process 
continually and invoke other cures. 

Time does not permit a discussion of the issues which are presented in 
connection with the problem of stabilization and final revaluation, assumi 
that to be the goal in view. If revaluation is primarily an internal problem 
as Professor Warren has argued (Prices, p. 893), and if general prices re- 
spond directly to gold prices, then there should be no difficulty in the way of 
immediate revaluation at the desired point. Unfortunately the price rise which 
will accrue from definite revaluation is not predictable (for reasons which 
have already been pointed out in connection with the gold-buying policy) 
and international considerations are very important. Nevertheless, it has 
been and is still my hope that the government will seek to end monetary 
uncertainty and establish stabilization of the exchanges from our end at an 
early date and that this may open the door again to international discussions 
which will lead to the formulation of terms by which the gold standard 
may be restored. There is no objection to the inauguration of certain reason- 
able reforms of the old gold standard which will economize gold at that time 
or, for that matter, to the inclusion of silver in a more prominent position 
provided the terms are the subject of international agreement. In my opinion 
there is need for renewed emphasis on some of the principles of inter 
nationalism which have recently been pushed into the background. 

Wituam O. Weyrortu.—The provisions of the Banking Act of 1933 
cover a wide range, and the paper of Professor Willis, giving an appraisal 
of the new legislation, is correspondingly extensive in the scope of its sub- 
ject matter. He has sketched in broad strokes his conception of the defects 
in the original Reserve Act, and of the subsequent developments in bank- 
ing legislation and practice that further contributed to the lack of sound- 
ness in our banking structure, and has then analyzed the principal features 
of the new Act. 

For the purposes of my discussion, it will be convenient to make a some- 
what different classification of the provisions of the Act from that employed 
by Professor Willis. These provisions may be grouped under four main head- 
ings: (1) those dealing with the banking practices of member banks, such as 
those regulating the payment of interest on deposits, the further regulation 
of loans and investments, and the prohibition of the underwriting of security 
issues; (2) provisions dealing with the structure of the banking system, such 
as those relating to branch and group banking, those requiring the divorce 
of investment affiliates, and other provisions designed to effect a separation of 
commercial and investment banking; (8) the deposit guaranty section; and 
(4) the provisions conferring increased powers upon the Federal Reserve 
banks and the Federal Reserve Board in the control of credit. In view of 
the limited time at my disposal, it is primarily to the latter provisions that 
I should like to devote my attention. 

The Banking Act of 1933 undertakes important modifications in the type 
of credit control to be exercised by the Reserve banks and the Federal 
Reserve Board. Heretofore the credit policy of the system had been carried 
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out through its rediscount rates and its open-market operations, and in 1921 
the Board had expressly denied that there was anything in the Federal 
Reserve Act which gave either the Board or a Reserve bank any control 
over the loan policy of any member bank, except perhaps to the extent that 
a member bank might be influenced by advice or exhortation. In 1929, how- 
ever, the Board apparently altered its views, and, in its attempt to check 
speculative activity on the stock exchange, urged that the Reserve banks 
should pursue a policy of “direct pressure” against the member banks; that 
is, in deciding whether or not to grant accommodation to a member, the 
Reserve institution was to take into consideration the policy of the member 
bank as to speculative security loans on the stock exchange. It was doubt- 
less the objections raised by the New York Reserve Bank as to the feas- 
ibility and legality of this procedure and the ensuing dispute with the Board 
that led to some of the provisions of the Act of 1938, in which full authority 
for the employment of a system of “direct pressure” is conferred. 

Section 8 of the Act makes it the duty of a Reserve bank to keep itself 
informed concerning the loan policy of its member banks; and in determin- 
ing whether or not to grant accommodation to any member bank, the Reserve 
bank is to take into consideration whether the former is making undue use 
of bank credit for the speculative carrying of or trading in securities, real 
estate, or commodities, or, indeed, for any other purpose inconsistent with the 
maintenance of sound credit conditions. There are other provisions of the 
Act, mentioned by Professor Willis, which further strengthen the control 
which Federal Reserve officials may exercise over the loan policy of member 
banks. 

The primary purpose of all of these provisions seems to be the preven- 
tion of the undue diversion of bank funds into speculative channels. But, 
as remarked by Professor Willis, there is no provision that is more difficult 
to enforce. When, he asks, is a bank lending “too freely” to the stock 
market? The Act itself sets up no standards to determine this, and the matter 
is left to the judgment of the Reserve officials. The assignment given to 
them is indeed a difficult one. Will they be able to develop certain general 
rules to guide them or will they be compelled to treat the application of 
each member bank for accommodation as an individual case? And if the latter 
is attempted and one bank is granted accommodation and another denied it 
on the very indefinite ground that the loan policy of the latter is detrimental 
to the maintenance of sound credit conditions, may there not arise charges 
of unjust discrimination that will injure the prestige of the entire system? 

The provisions of the Banking Act of 1988 in regard to control over the 
loan policy of member banks mark a new departure in another respect. The 
powers and responsibilities of the Federal Reserve Board in the formulation 
of the credit policies of the system are decidedly increased, since that Board 
is given the right, irrespective of the approval or wishes of a Federal 
Reserve bank, to deny to a member bank the privilege of accommodation at 
its Reserve institution if the Board is of the opinion that the member bank 
is making improper use of its funds. So far, therefore, as the credit policy of 
the system is to be carried out by methods of “direct pressure,” the Board 
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decision on this matter must wait until it becomes more apparent what is to 
be the status of the Federal Reserve system in the altered economic struc- 
ture that is being reared under the “New Deal.” 

Before closing I should like to speak in very brief general terms of some 
of the other provisions of the Act. In the main I believe that those sections 
dealing with the banking practices and the structure of member banks 
represent desirable modifications of our banking law. Certainly the experi- 
ences of recent years have indicated the necessity for the separation of 
investment affiliates from commercial banks and for a larger measure of 
control over chain and group banking. But I believe that Dr. Willis is cor- 
rect in his appraisal of the Act as transitional, ;nd that the more funda- 
mental changes necessary in our banking system are yet to be effected. 
Among these I would include: enlargement of the sphere of branch banking 
beyond the moderate provisions of the Act of 1933; a modification of the 
system of calculating reserve requirements so as to avoid the weakening 
of reserves that has accompanied the distinction between demand and time 
deposits; a strengthening of the capital requirements of member banks and 
the calculation of these requirements on some more logical basis than the 
present crude system; and finally the establishment of a unified banking 
system under federal control, so as to avoid what has been called a “compe- 
tition in laxity”’ between the state and national systems. 

Perhaps the provisions for deposit insurance with their requirements for 
membership in the Federal Reserve system will prove an indirect means of 
achieving the last result. Senator Glass, to whom deposit insurance was in 
itself thoroughly unpalatable, has said that the only thing that induced him 
to support the scheme was the thought that it might “bring us approximately 
to a unified banking system.” But deposit insurance may be too high a 
price to pay even for such a consummation as a unified banking system. The 
experience of other countries seems to indicate that sound banking is far more 
a matter of good bankers than governmental regulation. Yet we seem to be 
embarking upon a policy that offers less encouragement to good bankers 
and places greater and greater dependence upon more and more regulation. 
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SESSION ON PROBLEMS OF PUBLIC FINANCE 
IN THE DEPRESSION 


THE PROBLEM OF TAX DELINQUENCY 


Frep Rocers 
Yale University 


Failure to colle taxes lawfully due is a symptom of weakness at 
the very heart of government. And the spectacle of homes and farms 
and forests in substantial volume passing out of the hands of their own- 
ers on account of di ent taxes is evidence of a condition that seri- 
ously threatens t! rity of private property. Tax delinquency in 
large and increasing amount is therefore a phenomenon of serious sig- 
nificance both to government and to the owners of taxable property. 

Delinquency is « ‘henomenon of the property tax. Other taxes 
experience their ups and down due to changes in the tax base, but while 
the amounts due may diminish, government generally succeeds in col- 
lecting substantially what is due. It is only the property tax that pre- 
sents the spectacle of large sums legally due but remaining unpaid for 
months or years. I am justified, therefore, in proposing to limit the topic 
to which I invite ) ittention to delinquency in payment of the prop- 
erty tax. This obv y limits the problem to the tax systems of the state 
and local governments 

That tax delinquency has at present reached the proportions of a 
major problem in the finances of many cities, counties, and towns is 
realized in a general way by all well-informed persons. On the other 
hand, the task of giving to the picture that quantitative precision which 
scientific investigation would prefer is frought with extreme difficulty. 
Reports of tax delinquency from individual cities, counties, and towns 
are at hand in abunda For some of them carefully analyzed figures 
are available. There are a few summaries of delinquency conditions for 
groups of selected cities and counties, some of them carefully com- 
piled. There is lacking, however, any authoritative compilation of the 
figures for the country as a whole or even for a single state. A commit- 
tee of the National Tax Association, aided by the staff of the United 
States Forest Taxat Inquiry, prepared in 1932 a general summary 
of the statistical | ial on tax delinquency. While admittedly in- 
complete, this summary provides the best picture of the general delir- 
quency situation t now available. I shall make no attempt in this 
essay to present det | figures but may be understood to be relying 
chiefly upon this co tee report for the factual basis of my discus- 
sion. 


A special difficulty confronting the student who seeks the facts of tar 
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delinquency lies in the varying degrees of delay or nonpayment which 
are embraced in the general term “tax delinquency.” This goes all the 
way from taxes which, a few weeks after the due date, have not been 
collected to taxes that have remained unpaid for years and will in all 
probability never be paid. Collection calendars and procedures vary so 
greatly between the different states and even among the several taxing 
jurisdictions within a given state that no precise definition of the term 
“tax delinquency” that would be of general application appears to be 
possible. As a result, popular discussion of this matter is involved in 
much confusion. On the one hand, the newspapers frequently present 
lurid accounts of wholesale delinquency in some county or city or state, 
reporting a great part of the public revenue not collected and hundreds 
or thousands of citizens about to lose their homes and farms, whereas 
a true understanding of the facts would disclose, on the part of the 
great majority of delinquent taxpayers, merely a disposition to let the 
local government carry them on credit till a more convenient time of 
payment. On the other hand, the very prevalence of delayed tax pay- 
ments may become so much a matter of the commonplace that public 
opinion fails to realize that some of these unpaid taxes are destined 
never to be paid, with consequences most serious to the government 
and to the owners of the property involved. 

The various stages of delinquency to which I have called attention 
are of course a matter of degree, but they are more than that. In fact 
it is possible to distinguish rather definitely two classes of tax delin- 
quency which in their practical significance represent a real difference in 
kind. These we may designate “short-term” and “long-term.” We may 
safely adopt the definitions suggested by the National Tax Association 
Committee, to which I have referred: 


Short-term delinquency may be defined as that which exists when a tax remains un- 
paid at the end of the regular collecting period and becomes subject to a penalty. 
Usually the penalty is rather light for the first several months, or even for a year or 
more, and hence taxpayers may deliberately delay payment for a while in order to 
meet more pressing demands. While, of course, it causes the political units some tem- 
peer embarrassment, short-term delinquency does not necessarily result in permanent 
oss. 

Long-term delinquency may be said to exist when taxes are two or more years in 
default and the taxpayer is in some real danger of losing his property. The period 
cannot be stated with exactness because of wide variety in the statutes and in the 
manner in which they are enforced. Viewed from the point of view of the govern- 
ment, long-term delinquency exists when there is an accumulation of unpaid taxes 
against a property and a prospect of eventually losing the property from the tax roll. 
Long-term delinquency thus constitutes a serious governmental problem. 


In spite of the loose terminology in common use, the paucity of sta- 
tisties, and the unreliability of many published reports, there is avail- 
able, I think, enough knowledge to demonstrate that tax delinquency has 
today reached serious proportions, presenting a menace to the stability 
of many local governments and an ominous threat to the security of 
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licenses and gasoline taxes. State and federal governments are success- 
ful in the collection of estate and inheritance taxes. Why is it that, in 
the whole American system of taxation, it is the property tax alone 
that presents a serious problem of collection? The answer lies, I think, 
partly in the inherent nature of the property tax, partly in collection 
procedure and administration. The second part of the answer will de- 
velop in connection with our investigation of the basic causes of tax de- 
linquency. The first may merit some brief notice at this point. 

Indirect taxes, such as the customs and excise taxes, are regularly 
counted as part of the cost of business of those who are called upon to 
pay them, and they are regularly reimbursed in the prices paid for the 
taxed articles. The special corporation taxes and other business taxes 
generally bear some relation to business income and find the taxpayer 
usually in possession cf money with which to pay. Turning to the direct 
taxes, levy of an income tax generally presupposes a net income from 
which the tax may be paid. Death taxes, in spite of the convenient fiction 
that they are an excise upon the right of transfer, are in actuality a 
sharing by government in the transferred estate, and the demand for 
their payment is presented to an administrator with funds in his pos- 
session, the disposition of a part of which in payment of inheritance 
taxes is the normal thing. 

The property tax, though a direct tax levied upon capital value, is 
intended, not to deprive the taxpayer of a part of his capital funds, but 
to be paid out of income. But the tax is levied obviously without refer- 
ence to current income; though the capital value is there, present in- 
come may be lacking. And sale of the taxed property to meet the taxes 
is not in the normal scheme of things—is indeed an indication of eco- 
nomic breakdown. It may thus occur that a property tax, legally levied, 
finds the taxpayer without money to pay or so short of cash that he 
feels forced to put other obligations ahead of taxes. So he postpones 
payment, and delinquency results, as does not ordinarily occur in con- 
nection with other forms of taxation. 

No one can go far in the search for the causes of property tax de- 
linquency without reaching the conviction that the chief cause, of short- 
term delinquency at least, is to be found in the methods that are ordi- 
narily employed in collection. It becomes at once evident that collection 
procedure, as it has developed in most of our states, appears in many 
ways to invite laxity in the payment of the property tax. Generally 
an extended period is allowed between the date of assessment and the 
time when taxes are due—frequently as long as a year or even longer. 
On top of this a further period, frequently extending over several 
months, elapses before any penalty for delayed payment is imposed. In 
this long interval before effective measures are invoked to enforce pay- 
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ment, people move away, property changes hands, values shrink o 
disappear. 

The time of payment is frequently set with no regard either to th 
convenience of the taxpayer or the needs of the government. Many 
jurisdictions display their lack of businesslike method by failure t 
send bills to the taxpayers, thus making it difficult for them to ascer. 
tain their tax liability and to pay promptly even though they may de 
sire to do so. Penalties for delay in paying taxes are generally applied 
only after a long interval. During the first few months of delinquency 
they are often too trifling to have much effect. Later they become more 
severe and are increased by accumulated interest charges and other 
costs, so that the total becomes often a crushing burden on the property. 

Weak as collecting procedure generally is, most states experience difi- 
culty in getting the law enforced with diligence. In most local jurisdic- 
tions the collection of taxes is performed by a person who holds his 
office by popular election. No one likes to pay taxes; the collector knows 
that his is an unpopular function. He is constantly importuned to grant 
special favors in the form of extension of time for paying taxes, remis- 
sion of penalties, or withholding of the taxpayer’s name from the ad- 
vertised list. Having his mind on the coming election, the collector is 
under constant temptation to proceed leniently in collection and has ob- 
vious difficulty in resisting pleas for special favors. Influences of the 
same sort operate upon the other political officers concerned with tax 
collection. Sheriffs and county and city attorneys often fail to institute 
foreclosure proceedings on time or do not prosecute them with vigor. 

If it is the weaknesses of local government that produce laxity in the 


administration of the laws relating to tax collection, the blame is not 
all here. Even the lawmakers of the state are unable to resist the forces 
that tend to weaken tax collection procedure. In numerous states the 


legislatures have recently passed laws extending the time of payment, 
reducing or waiving penalties already accrued for delinquency, or post- 
poning the date of sale. 

Altogether the taxpayer is given an impression of laxity and w- 
businesslike method on the part of government which invites correspond- 
ing laxity on his own part. He sees a legal procedure which on its face 


is poorly devised to secure prompt and certain collection of taxes. He 
finds that the officials are prone to disregard the law. Still worse, he 1s 
led to hope that the legislature, which has heretofore relaxed the pro- 
visions of the tax law, may do so again. Such weakening of the law is 
most demoralizing. It is grossly unfair to those taxpayers who have paid 


according to the letter of the law or who, having delayed, have paid the 
full penalty and who now see favors granted to those taxpayers who 
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have been the most dilatory. Evidence shows that the taxpayers have 
frequently taken such legislation as a direct invitation to go slow in 
paying future taxes in the hope of further legislative relief. 

Here is, I think, evidence enough to show that it is faulty collection 
procedure and administration and a false attitude on the part of gov- 
ernment itself that is chiefly responsible for at least short-term delin- 
quency. There is every reason to believe that if the legal procedure were 
carefully devised with the purpose of requiring prompt payment with 
adequate penalties for delay, if collection were in the hands of compe- 
tent officials free from local political influence, and if the legislature, in- 
stead of betraying the efficient and energetic collector by progressively 
weakening the law, should maintain the law and make amendments only 
for the purpose of strengthening it, most counties and cities and towns 
could collect practically all their taxes on time, the overwhelming ma- 
jority of taxpayers would be free of liability for back taxes, and ordi- 
nary short-term delinquency would in normal times practically cease to 
exist. Numerous cities and counties could be cited which, even without 
all these favorable conditions, are today collecting their taxes with a 
high degree of success. They succeed by means of sound collection pro- 
cedure administered by intelligent, energetic, and courageous officials. 

Remedying the defects of collection procedure and administration 
would do more than solve the problem of short-term delinquency. It 
would go a long way toward removing the causes of long-term delin- 
quency also. All delinquency originates, of course, in short-term delin- 
quency. Easy going collection methods invite the taxpayer to postpone 
payments which he might have made. As he falls farther behind, he finds 
it constantly harder to catch up. The officials are generally even more 
derelict in collecting back taxes than in enforcing current payments. 
Sometimes the law is indefinite as to foreclosure procedure or as to the 
disposition of property acquired through foreclosure, thus encouraging 
the officials to avoid embarrassment by postponing positive action. So 
the less careful taxpayers are gradually led into a position of long-term 
delinquency from which they may not be able to extricate themselves. 
Long-term delinquency arising thus might have been largely avoided by 
effective collection from the start. 

There would still remain, however, a certain amount of long-term 
delinquency, due to causes quite apart from collection. The chief of these 
is faulty assessment of the property tax. Meeting one’s tax obligation 
when the taxable value is there and the tax burden is justly distributed 
by means of a true assessment is one thing. It is something different 
when the taxpayer finds his property assessed at more than its value 
or (what amounts to the same thing) when, in connection with prevail- 
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ing undervaluation, his property is assessed above the average ratio to 
true value. The owner who might meet a just tax may be broughi to 
ruin by an excessive tax resulting from unfair assessment. 

Perhaps less definitely unjust, but no less disastrous economically, 
is the situation in which a whole class of property is assessed above its 


true value. This occurs frequently when assessment fails to take account 
of a drastic decline in values, whether resulting from general causes, as 
in time of economic depression, or from causes peculiar to the locality, 


A striking example of the latter case has been visible for a good many 
recent years in the cut-over areas of the Lake states, and is well reported 
by the National Tax Association Committee on Tax Delinquency as fol- 


lows: 


After the timber w ut from this land it was either held by the lumber companies 
or sold to land com} es for subsequent agricultural development. The owners con- 
tinued to pay taxes o the confident belief that it would later be sold to farmers 
at a profit. Since the World War it has become recognized that most of this land is 
submarginal for ag ture under prevailing conditions, is not needed for agricul- 
ture, and has practi \ marketability. Yet it continues to be assessed as potential 
agricultural land and far in excess of its actual market value. 

The overassessment appears to persist because of several reasons—the fact that much 
of the cut-over land is held by absentee owners who find it inconvenient and costly to 
appear in protest, the fact that all cut-over land is overassessed and hence that there 
is no willful discrimination as between individuals, and the fact that the governing 
bodies are reluctant to reduce the assessment on cut-over land because it occupies such 
a large place in the tax e. They recognize that even a moderate reduction in the 
assessment of cut-over land would involve an appreciable increase in tax rate and 
hence an increased but on the few scattered and not too prosperous farms. The; 
are frankly trying to protect and preserve such settlement as exists.’ 


Overassessment due to similar cause is often witnessed in the wake 


of an unsuccessful real estate development or after the collapse of a 
general land boom. Thus thousands of lots purchased at fabulous prices 
in Florida subdivisions have since lost most of their value. The taxes, 
when considered in the light of actual present values, are so high that 
few owners see any hope of ever coming out even. Wholesale delin- 
quency has thus resulted over large areas. 

Of course assessment above true value is illegal. So is assessment be- 
low true value, with the resulting injustice on account of inequality in 
the assessment rat But that such illegal assessment is the normal 
situation in many taxing districts throughout the United States is $0 
well known as to be generally taken as a matter of course. It is time we 


recognized that incorrect assessment, contrary to law, is one of the 
basic causes of tax delinquency—delinquency moreover of a peculiarly 
| 


indefensible sort, since it frequently leads to confiscation of the prop- 
erty of the citizens through sale or foreclosure of tax liens. 
The sheer burden of taxation, resulting from the heavy and increas 


‘As reported by the National Tax Association Committee on Tax Delinquency, ™ 
the basis of studies made by the United States Forest Taxation Inquiry. 
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ing cost of state and local government, and quite apart from inequities 
in assessment, is without doubt an important cause of long-term delin- 
quency. As is well known, there has been a steady growth in the burden 
of American taxation for a generation and more. The total of all taxes 
inthe United States absorbed 7.2 per cent of the total income of the 
people in 1890; in 1930 it took 14.4 per cent, exactly twice as large a 
share of the national income. Today of course this ratio is much higher, 
perhaps as much as 25 or 80 per cent. Figures prepared by the United 
States Bureau of Agricultural Economics and presented in the report 
of the National Tax Association Committee, to which reference has been 
made, show that, whereas the index of the average value per acre of ten 
leading crops had declined from 100 in 1918 to 81 in 1930, the index 
of farm real estate taxes per acre had increased from 100 in 1918 to 
various heights from 240 to 262 according to the geographical region. 
In other fields of industry the tax burden has been similarly growing. 
While statistical data are not available to show the correlation, it is 
obvious that, with such steady increase in tax burdens, the number of 
taxpayers who finally give up the struggle to keep out of delinquency 
must be increased. This situation is frequently concentrated in particu- 
lar localities, where the local governments have undertaken public serv- 
ices on a lavish scale beyond the ability of the local property to sup- 
port. Large areas of land have thus occasionally been driven into de- 
linquency, frequently in connection with a collapse of speculative 
values. 

An important cause of the existence at any time of so great a volume 
of long-term delinquency is the ineffectiveness of the existing means of 
disposing of the tax levying government’s claim against property that 
has fallen into the delinquent class. In general the theory of the law, 
as it everywhere exists, is clear enough, giving to the state or county 
or town the right to sell the property, or a part of it or a lien upon 
it, or itself to take the property in satisfaction of the claim for unpaid 
taxes. On the other hand, the practical technicalities, legal and eco- 
nomic, approach the infinite. There is not opportunity here to discuss 
this troublesome phase of the delinquency problem. Suffice it to point 
out that, under existing law and practice, the greatest difficulties stand 
in the way of a final settlement of tax claims in the manner laid down. 
The courts, quite properly no doubt, are inclined to protect to the limit 
the taxpayer against loss of his property. The procedure is compli- 
cated, time-consuming, and costly. Tax liens and titles obtained through 
tax sales are very apt to be open to question. In many localities where 
tax delinquency is prevalent the situation is chaotic. Large areas are 
held by their owners under a cloud of unpaid taxes. Tax liens are held, 
either by private speculators or by the county or state. Large areas 
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are actually forfeited to the government, which is unable to dispose of 
them with a clear title to new owners. 
In the meantime the public revenues suffer. Some revenue may be re- 


ceived from the sale of tax liens, but, unless the lands can be put into 
the hands of those who will use them productively, this is but a tempo- 


rary help. Lands that have definitely gone delinquent pay no taxes, 
New owners are hard to find, because of the character of the titles, or 
because the excessive tax burden which originally forced the lands into 
delinquency may still operate as a warning to purchasers who would 
look forward to 1 tle, as contrasted with the mere speculators in 
tax liens. The gr he volume of delinquency, the heavier is the 
burden required to meec governmental expenses, on those lands that are 
still paying taxes, and the heavier is the pressure to drive more lands 
into delinquency. A nunity in this state is on the path to breakdown 
of its governmental finances. 

From the side of the property owner, the prospect is no less distress- 
ing. Heavy costs of government, beyond what the community can af- 
ford, inequitable and illegal assessment, slipshod methods of collecting 
taxes—these are the { s which, singly or in combination, are leading, 
under guise of law, to the confiscation of private property on a large 
scale through tax delinquency. There is no valid defense available to 
any government to justify such destruction of property rights. 

In suggesting remedies for the present unhappy state of tax delin- 
quency, I am necessarily limited to only the barest outline. It may be 
taken for granted, I presume, that so far as the evils of tax delinquency 
are the result of wasteful and extravagant governmental expenditures or 
expenditures beyond the means of the community, the remedy is obvious. 
We have here simply another argument to add to the case in favor of 
efficient and economical government. So far as tax delinquency is due 
to imperfect assessment of the property tax, the remedy again is ob- 
vious, and we ar ling to the argument, already supported by other 
weighty considerations, in favor of sound assessment. 

More particularly, if the evils of tax delinquency are to be relieved, 
there must be reform of the prevailing methods of tax collection. May 
I merely indicate some of the essentials of what I should consider sound 
collection procedur 

The various steps in the process of levy and collection, from the as- 
sessment to the final sale of delinquent property, should be clear, defi- 
nite, regular, and as leviating and as swift as possible. It would seem 
that ordinarily the public budget should be adopted and the tax rate 
fixed within one month of the completion of the assessment. Bills should 
be sent to every taxpayer just as soon as they can be prepared ; this 
should seldom require as much as a month. A date should be set, not 


150 imerican Economic Association 


se of 


re- 
into 
mpo- 
Axes, 
8, or 
into 
ould 
rs in 
the 
t are 
ands 
down 


ress- 
n af- 
eting 
ding, 
large 
le to 


lelin- 
Ly be 
lency 
es OF 
ous. 
or of 
3 due 
s ob- 
other 


eved, 
May 


ound 


e as- 
defi- 
seem 
rate 

hould 

this 

not 


The Problem of Tax Delinquency 149 


more than a month after the time when the last tax bill would ordi- 
narily have been sent out, at which the tax would be due (or the first 
installment, when payment in installments is permitted). Taxes not paid 
on that date should be immediately delinquent, and a moderate penalty 
added. In addition interest at a fairly heavy rate should be charged from 
the date when taxes were due. Matters should be allowed to ride thus for 
a reasonable time, not more than a year. Within the year steps should 
be commenced leading to foreclosure, which should be carried through 
just as speedily as regard for the rights of all parties interested would 
permit. The procedure should be the same as for an ordinary mortgage 
foreclosure sale, and the property itself (or in some cases a part of it), 
not a tax certificate or lien, should be sold. Thereafter a period, ordi- 
narily not exceeding six months, should be allowed, within which the 
owner or any party at interest might redeem the property, by paying 
all taxes and other charges that had accumulated, or might commence 
suit to set aside the sale on account of error. In case no such action 
were taken, the purchaser should be given absolute title. If at the fore- 
closure sale no purchaser bids an amount as great as the total of taxes, 
penalties, interest, and other charges standing against the property, the 
government (state, county, or town, according to the circumstances) 
should acquire the property through the same procedure as in case of 
purchase by a private person. In all this procedure there should ordi- 
narily be no deviation, and especially no extensions. 

Although the undeviating nature of this suggested procedure is one 
of its chief virtues, there is room at one point for some relaxation in the 
interest of the taxpayer who, though apparently solvent, finds diffi- 
culty in meeting his taxes on account of lack of present cash. To such 
a one there might well be given the option of pestponing payment for a 
short period, not exceeding five years. This option should be conditioned 
on the taxpayer paying at the regular time some definite part of his 
tax, such as 10 or 20 per cent, and also paying in advance interest on 
the deferred balance at a rate slightly above the market rate of interest. 
For this idea I am indebted to a suggestion offered by Professor Simp- 
son.” The plan would deal fairly with those who intend in good faith 
to pay their taxes, while from the viewpoint of public finance it would 
be vastly superior to the accumulation of delinquent taxes, which is today 
the ordinary alternative. 

I recognize that this brief sketch leaves much that might well call 
for explanation and defense. I know that there are those who would pre- 
fer a different procedure—at least at certain stages. I admit freely that 
this procedure may appear to some unduly swift and summary and 


P D. Simpson, “Tax Delinquency, Economic Aspects,” Illinois Law Review, 
une, 1933. 
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lacking in that le: y and elasticity which due regard for the interest; 

of unfortunate tax s might require. I am convinced, however, that 

uncertainty, delay, and leniency do not in the long run serve the interest 

of the taxpayer. A <perience is evidence as to this. I believe that 

the cause of go vernment and the welfare of the whole group of 

taxpayers may b served by providing a swift, sure, and depend- 

able procedure i ice of the maze of tradition, historic safeguards, ler 

legal technicalities, | administrative weaknesses that now confuse and sc 

delay tax collect pl 
As to differen pinion which may exist, my hope is that the posi- le 

tive statement of the program which I am proposing may serve to bring wl 

out opposing pla arouse discussion, and so to lead finally to a sound c¢ 

consensus of opi! the best way to deal with this most trouble- 

some problem of quency. 
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THE PROBLEM OF EXPANDING GOVERNMENTAL 
ACTIVITIES 


By Hersert D. Simpson 
Northwestern University 


In assuming to discuss such a stupendous subject as the whole prob- 
lem of expanding governmental activities, I shall attempt, within the 
scope of this paper, to do only three things. I should like, in the first 
place, to propose a background or perspective in which to set the prob- 
lem; in the second place, to enumerate some of the specific problems 
which the present movement is precipitating; and in the third place, to 
concentrate my remaining discussion upon the one problem which ap- 
pears to be the most significant from the standpoint of public finance and 
taxation. 


PERSPECTIVE 


The first prerequisite, it seems to me, for any sound interpretation of 
the changing sphere of government activity is not facts, data, or statis- 
tics, but perspective. I say this partly because it appears to be the one 
thing lacking in most of the discussion of the subject. In all the discus- 
sion of the changing sphere of governmental activity by business men, 
statesmen, and economists for decades past, the traditional picture has 
been that of increasing governmental activity against the background of 
a supposed preceding period of laissez faire, in which governmental ac- 
tivity was at a minimum. In most of our economic texts the student is 
told of a period in which governmental activity was limited to national 
defense, the protection of life and property and a few essential func- 
tions, and in which individual freedom characterized the economic sys- 
tem. 

In contrast with this period of supposed individual freedom, he is 
told that we have for some time been in a period of increasing govern- 
mental control and activity. Economists have often been put on the de- 
fensive in efforts to explain or justify this expansion of the governmen- 
tal sphere. And yet with all the theory and philosophy that have been 
brought to bear upon recent trends and developments, economists have 
never purported to disturb the popular picture of the preceding century 
as a golden age of individual freedom, when governmental control over 
economic affairs was actually at a minimum; and one of the strangest 
bodies of economic literature is that which has to do with “the passing 
of laissez faire.” So far as this refers merely to the passing of a theory, 
no one will question it; but so far as it refers to the passing of a sys- 
tem, supposed to have actually existed, it has led to a great deal of con- 


fusion in the popular mind, if not in the minds of economic writers them- 
selves, 
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For judged by any sound historical criteria, I know of no evideng IMM th 
that any such period ever existed either in Europe or this country—ey. of 
cept in the realm of theory. And while there is no statistical or othe ME, 
technique for measuring quantitatively the aggregate amount of govern. a 
mental interference, on the one hand, or of individual freedom, on th Hi +} 
other, nevertheless, measured by any rational norm, it may be doubte en 
whether—down to the advent of the present national administration~ HM ;; 
the total sphere of governmental control and activity had expanded a of 
all in the past hundred years. The nature and objects of governments m 
activity had changed-greatly; the amount of governmental interfereng ir 
with reference to particular fields and particular groups had likewix E 
changed greatly; but if we are speaking with reference to the whok a 
population and the whole field of economic life, it is extremely doubtful 
whether the aggregate amount of governmental activity had increased, g 
particle. 0 

In the United States of a hundred years ago—the acme of this golden ¢ 
age of liberty and unrestricted individualism—upwards of one-tenth of - 
the entire population of the country was in slavery, a slavery estab- 
lished and maintained by both state and federal governments. In both ¢ 
England and America half of the adult population, namely, women, were 


restricted by governmental authority to the barest minimum of eco 
nomic and political rights. In both countries the laboring population was 


subjected to severe restrictions through rigid laws of apprenticeship and 
indenture, through laws prohibiting labor organizations, and through | 
severe application of the law of conspiracy to almost any form of agita- | 
tion or activity on the part of millions of the laboring population, in ef- : 
forts to improve their situation. The general practice of imprisonment 

for debt was a further powerful means of keeping the laboring and p< orer 
classes in subjection to the employing and capitalistic classes—and all 

this through the direct exercise of governmental authority. 


I am aware that in bringing slavery, the economic position of women, 


and certain other fields into our appraisal of the area of governmental 
authority, I am likely to be ruled “out of bounds,” so to speak, of the 
usual scope of discussion of this subject. But after all it is only by going 
out of bounds of the traditional picture that we will get any complete 


appraisal of the relative areas of governmental interference and ind: 
vidual liberty throughout this period. 

And if we pass from these areas of governmental restriction to areas 
of more direct governmental activity, we find in England a large field 
of state iy Laine n the form of the established church, supported by 
compulsory taxation of Baptists, Methodists, and Presbyterians, down 
to the Church Rate Abolition Act of 1868. In economic fields we find the 
English government, throughout the first part of this period, maintain- 
ing elaborate systems of tariffs and embargoes on foreign trade; and 
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throughout the later part of the period throwing the whole machinery 
of government, financial, diplomatic, and military, into “paternalistic” 
support of various fields, particularly of foreign trade. Vast colonization 
schemes for the purpose of commercial exploitation were subsidized by 
the British government. Huge trading corporations were formed and 
endowed with semigovernmental authority to exploit the resources and 
trade of vast areas in Canada, Africa, and the Orient. The maintenance 
of these economic enterprises involved the support not only of the diplo- 
matic resources but also of the armed forces of the Empire, and resulted 
in almost constant warfare either against native governments or rival 
European governments in Egypt, the Sudan, South Africa, India, China, 
and other quarters of the globe. 

In the United States, this period of a supposed “minimum sphere” of 
governmental activity was characterized by the wholesale participation 
of national, state, and local governments in the promotion, financing, and 
construction of railroads, canals, and other huge economic enterprises 
—a participation so widespread and extravagant that it resulted in 
bankrupting many of the states and thousands of municipalities and lo- 
cal governments, and was a major factor in precipitating the crisis of 
1837 and the periods of “hard times” that followed. Sixty-eight cities 
in Illinois alone went bankrupt on this “minimum” of governmental 
activity. 

In addition to these larger areas of governmental activity, there was 
throughout varying portions of this period a vast amount of miscel- 
laneous and detailed regulation—“Poor Laws” in England, “Blue Laws” 
in New England, prohibitions and repressions with which every histo- 
rian and economist is perfectly familiar. 

With this rough and somewhat impressionistic sketch of what was ac- 
tually embraced in the supposed “minimum sphere” of governmental ac- 
tivity, a picture of modern governmental activity does indeed afford some 
sharp contrasts. We have had a large field of railroad and public utility 
regulation, a considerable body of banking and general business regula- 
tion—although actually not nearly so large or effective as it is common- 
ly represented—some subsidizing policies, an enormous development of 
public education, and a considerable development of public health and 
“general welfare” activities. 

These are sharp contrasts, but they are contrasts of character and 
purpose, not of amount. Many of them represent the same fields of activ- 
ity as formerly, but the type of activity in these fields has changed. Rail- 
roads and public utilities are regulated; in the preceding century they 
were extravagantly subsidized. Now, regulation may be more distasteful 
than subsidy, but the one does not necessarily represent any larger de- 
gree of governmental activity than the other. Indeed, there can scarcely 
be question that, measured in total, governmental activity on the part 
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of national, state, and local governments was a larger factor in the rail- 
road industry of fifty to a hundred years ago than it is today. 

Even in the field of agriculture, all of our governmental efforts— 
speaking again of developments down to the advent of the present ny. 


tional administration—have been trifling in comparison with the Scope 
played by the Homestead Act and other public land policies, the railroad 
and canal building, and the immigration and colonization schemes in the 
government’s agricultural policy of seventy-five years ago. 

In the field of industry, regulations in the interest of labor have re. 
placed a body of rigid regulation in the interest of employers. Public 
education, in some degree, has replaced public “operation” of an elabo- 
rate system of state religion in European countries. And it may k 
doubted whether even the playgrounds, municipal bathing beaches, and 
other so-called public welfare agencies of today constitute any heavier 
drain proportionately upon a nation’s wealth than did the extensive 
domains and hunting preserves, the gardens, castles, and palaces for- 
merly maintained for the “welfare” of a top heavy nobility and aris- 
tocracy. 

The large areas from which government has definitely withdrawn we 
need scarcely enumerate—slavery, restrictions upon the economic status 
of women, prohibitions upon collective activities of workingmen, im- 
prisonment for debt, the endowment of large trading companies with 
quasi-governmental authority, and so forth. 

When we compare the broad outlines of the two pictures—that of a 
century ago and that of today—it is apparent that there is at least 
serious question whether the total area of governmental activity has 
really “expanded” at all 

Sometime perhaps the Econometric Society or someone else will work 
out an “index” of the relative magnitudes of governmental and individ- 
ual activity. If so, one further problem they will have to confront will 
be the adjustment of such an index to changes in the total area of hu- 
man activity. President Nicholas Murray Butler has observed that ig- 
norance is more ible now than formerly, because there are so many 
more things to b orant of. In the same way, it is possible that gov- 
ernment may actually be directing a greater number of activities today 
and yet the individ still have as large a proportionate sphere of ac- 
tivity as formerly suse there are so many more activities for both 
of them to engage in. If we qualify our index by recognition of this vast 
increase in the aggregate area of human activity, there is still further 
question whether the governmental area would not have bulked as large 
on any complete map of human activities under the laissez faire régime of 
a century ago as it did in this country a year ago. 

Perhaps I should say that in discussing this earlier period under the 


term laissez faire, I have no intention of attaching undue emphasis to 
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the term itself. I am concerned here with pointing out the fallaciousness 
of the traditional picture of this past period, which is held almost uni- 
versally by American business men, which they have derived largely from 
their economic courses in college and their reading of economic litera- 
ture, and which has given them a distorted perspective for forming judg- 
ments with regard to present developments. I am aware, of course, that 
the term laissez faire is sometimes used by economic writers chiefly to 
emphasize the increased freedom of a century ago, compared with the 
mercantilistic and feudal restrictions of a preceding period. This would 
be an accurate use of the term; but laissez faire in this connotation af- 
fords no basis for the invidious comparisons that are commonly made 
between the past century and the present. The term is used also in the 
sense primarily of the enterpreneural freedom which did characterize 
the period; but in that case, the traditional picture of a general condi- 
tion of individual freedom is entirely erroneous. Or the term may pos- 
sibly be employed merely to designate the modern régime of private prop- 
erty, freedom of contract, and the general legal framework of modern 
times. But in that sense obviously there can be no occasion to speak of 
“the passing of laissez faire,” as economists have been doing for the past 
quarter of a century. Therein, it seems to me, economists have assumed 
an unnecessary onus and have allowed themselves and their viewpoints 
to be put in a distinctly weaker position, than if they had pointed out 
that what has been going on is not necessarily any increase in govern- 
ment control or expansion of governmental activity but changes in the 
character and purpose of both. 


How Tue Latssez Farrer Mytu Arose 


The truth is that the tradition of a mythical period of individual lib- 
erty arose in the same way that much other mythology has arisen. The 
new manufacturing and merchant classes that arose with the invention 
of machinery in England and America not only dominated the industrial 
life of that time but impressed their viewpoint upon the legislation, poli- 
tics, and economic theory of the period. They secured the repeal of a 
large body of feudal, medieval, and mercantilistic laws and regula- 
tions, leaving themselves almost unrestricted freedom in methods of pro- 
duction, in the determination of wages and conditions of labor, in the 
prices and character of their products, and in methods of competition. 
In short, they secured laissez faire for themselves—but at the expense 
of pretty much everybody else. Nevertheless they and their spokesmen 
in Parliament, Congress, and the courts, in the press, the universities and 
elsewhere talked and wrote so much about laissez faire that they eventu- 
ally created an imaginary state of laissez faire, which in time became 
embodied in the literature of the period. It was much the same process 
by which the conventional history of the Roman Republic was written 
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by representatives of the patrician class, and the downfall of the Re 
public was represented as the downfall of human liberties. We know now 
that the “downfall” of the Roman Republic was primarily the downfall 
of a patrician oligarchy, and that it resulted in an enormous increase 
in the aggregate of political freedom throughout the Roman world. So 
the history of the laissez faire period was written from the viewpoint of 
the dominant classes of that time, and much of this conventionalized 
history still survives. 


ConsTANT REDEFINITION oF GOVERNMENTAL SPHERE 


And yet it is clear that what has actually been happening through- 
out the past century is a constant redefinition of the governmental 
sphere, not in terms of amount of activity but in terms of the nature and 
purpose of the changing activities which from time to time make up the 
content of this governmental sphere. Broad areas of governmental con- 


trol or activity have been completely abandoned; new areas have been 
explored, occupied, and in turn abandoned. The frontier, the advancing 
sector, is always the line of fiercest conflict and therefore the one which 
commonly attracts mst attention. The areas evacuated in the rear re- 
ceive relatively hiii. .ovice. In general, those classes which were under 


the most rigid repression in the earlier period have enjoyed the largest 
degree of liberation since that time; and those classes which were the 
chief beneficiaries of governmental policies in the former period have 
since then been subjected to a considerable degree of control. To the 
latter the change in point of view naturally seems like an increase in the 
amount of regulation. The modern business man, if he finds himself regu- 
lated instead of subsidized in some form or other, instinctively feels that 
government should be restricted to more “essential” functions. 

In this process of constant definition and redefinition the “curve” of 
governmental activity has sometimes moved definitely upward, and 
sometimes as definitely downward. From the beginning of our national 
history, the scope of governmental authority and activities expanded, 
with temporary recessions, until it culminated in the general crisis of 
1837. From that “peak” the curve receded, down to the Civil War, when 


the convergence of a number of factors reversed its direction and the 
curve rose rapidly to another culmination in the general period marked 
by the crisis of 1873. From that point, the curve declined again till well 
toward the end of the century, when accumulated grievances and agita- 
tion forced a reversal of its trend again; and from that time the curve 
moved upward, continuing throughout the Roosevelt and Wilson régimes, 
accelerated by the World War, and culminating with the Eighteenth 
Amendment, the adoption of restrictive tariff and immigration policies, 


and with enormous highway, school, and developmental programs on the 
part of state and municipal governments. 
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From that point throughout the following decade, the curve of gov- 
ernmental activity “flattened” out perceptibly. This flattening, however, 
took the form not of repeal of legislation or of formal withdrawal from 
fields of activity but of a general laxity of law enforcement and an in- 
competent or corrupt indifference to the performance of official duties, 
which in some communities has amounted almost to complete paralysis 
of governmental leadership and intluence, if not of the performance of 
governmental functions themselves. State legislatures and city adminis- 
trations have largely abdicated the direction of governmental affairs 
and sometimes the administration of governmental functions to citizens’ 
committees, civic bodies, and business organizations of one kind or 
another. The whole decade from 1920 to 1980 was a period of conspicu- 
ous governmental incompetence, with a consequent increase in lawless- 
ness and crime, the development of vicious types of business organiza- 
tion and methods, and the growth of a deep penumbra of racketeering 
practices around the ragged fringe of corrupt and incompetent govern- 
ment. We have had such periods before. Sometimes they result in a re- 
sentful curtailment of governmental powers and activities; generally 
they have resulted in violent demands for more rigorous governmental 
action against the sources of grievance. Needless to say, the latter has 
been the case in our present situation. 


Tue Present 


It is this that creates our problem; and if I have devoted a dispro- 
portionate space to developing the background rather than discussing 
specific problems, it is because in this problem I believe the perspective 
is more important than the detail. When set in this perspective, I infer 
that our present movement is one of those broad upward swings in the 
curve of government activity, such as we have had before; that it repre- 
sents largely a reaction against certain specific antecedent conditions ; 
and that when this particular movement is over, we will find that its 
net result will consist much more in changes in the nature and objectives 
of governmental activity than in any change in the amount of such ac- 
tivity. 

It may be, of course, that past history, that our background of racial 
antecedents and national attitudes afford no guide in our present crisis. 
It may be that we are plunging into socialism or fascism; that we are 
developing an American Soviet, in which business “soviets” will cor- 
respond to the Workingmen’s Soviets of Russia; or that we are en- 
tering upon some other new-fangled type of dictatorship. It looks, in 
fact, as if at the moment we were trying to adopt all of them at once. 
I assume no wisdom to predict what the future may bring forth. But 
I think we can say that so far as any visible elements in the situation 
are concerned, most of them are familiar; none of them necessarily 
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imply any violent expansion of the governmental sphere or any violent 
departure from its past orbit of evolution. 

I realize that those who hold that all our troubles are due to ou, 
unhappy progress in mastering the productive forces of nature and ty 
the sad limitation of human wants in the face of such abundance must 
place a wholly different interpretation upon our present situation. But 
between that school of economics and any process of thought which the 
present writer is capable of, there is “a deep gulf fixed,” so deep that, 
as with Lazarus and Dives, discussion is impossible—beyond the limited 
conversation recorded in that Biblical parable, which I would commend 
to the holders of t! theories. 


PRACTICAL PROBLEMS 


But whatever the tcome, those of us who are working in the humble 
fields of taxation will be called upon to face the practical problems which 
the present movement is precipitating. This movement may be character- 
ized by the following broad features, omitting the purely regulatory 
activities which do not directly concern the fields of finance and taxa- 
tion: the employment of national credit, on a huge scale, as an agency 
for industrial recovery; an enormous development of a policy of sub- 
ventions from the national government to state and local governments; 
a policy of vast private subsidies; the direct expenditure of other huge 
sums by federal and state governments for relief and for providing em- 
ployment; the development of a vast bureaucratic machinery, with a 
large degree of discretionary control over federal expenditures. 

These developments are precipitating certain gigantic problems of 
finance and taxation, which I will only enumerate: 


1. All the problems of financing the public debt, particularly the 
huge federal debt, amounting to $24,000,000,000, but including 
also a wide range of difficult problems in connection with an enormous 


amount of state and municipal indebtedness. 

2. All the problems of providing revenue, not only for carrying the 
accumulated indebtedness but for financing the current necessities of 
government sufficiently to prevent the crippling of essential services. 

8. All the problems of “demobilization”—of disbanding the army that 
has been mobilized by federal, state, and municipal governments in the 
course of this “War on Depression” and of dismantling the emergency 
machinery that has been built up. On the other hand, the sentiment has 
frequently been expressed at these meetings that no demobilization is 


contemplated by the federal government; and this may conceivably prove 
to be the case. But I think it is proper to remind those who look upon 
all of the present activities of government as permanent that the ques: 
tion of their permanence does not depend solely upon the present in- 
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tentions of those groups who are now shaping these policies. There will 
be other prophets, other voices in the wilderness—and other lost tribes 
to follow them. Personally I should still conjecture that sooner or later 


lent 


i. ye will have considerable demobilization to go through. 

nust 4. The problem of salvaging state and local governments in this 
But country from the demoralized condition into which they have fallen and 
1 the from the menace of being submerged under the weight of federal sub- 


ventions, subsidies, and grants. In short, the problem of preserving the 
integrity of state and municipal government, under the menace of 
fnancial demoralization within and of federal domination from without. 

Of these, I take it that the problems of demobilization will be the most 
disagreeable; the problem of financing the federal and municipal debts 
may possibly be the most complicated; and the problem of providing 
revenue will certainly be the most difficult; but of all of these, I believe 
the problem of restoring and maintaining the integrity of state and local 
government is the most important; and my concluding observaticns will 
have to do with this latter problem. 

Herein I am not concerned over any traditional doctrine of “states” 
rights,” theories of constitutional balances, or any superstitious devo- 
tion to “home rule” or local government. I am concerned over a condition 
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nited 
nend 


mble 
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onts: approaching demoralization in the tax systems and finances and the 
huge administration of governmental services in our state and local govern- 
r em- ments—a demoralization that has taken the form of outright default 
ith a on the bonds and other obligations of something more than a thousand 


municipalities and local governments, of a condition of virtual insol- 
vency on the part of many more, of taxes whose confiscatory burdens 
have forced a drastic deflation of real estate and property values, with 
consequent delinquency, “tax strikes,” and other disturbances, and of 
the crippling or suspension of essential public services. 

In this condition of bankruptcy and helplessness, the federal gov- 
ernment has attempted to come to the rescue by a policy of subventions 
and subsidies to state and local governments on a scale hitherto un- 
precedented. These subsidies were at first surrounded with conditions 
and restrictions intended to insure their grant only in cases of grave 
emergency, which state or municipal governments were temporarily in- 
capable of meeting. But these conditions have been waived or relaxed 
and subsidies granted in increasing magnitude, until the acquisition of 
federal “easy money” for one’s state or city has become almost the 
goal of American statesmanship. The Chicago Tribune carried a recent 
editorial exhorting Senator Lewis that he must “bring home the bacon” 
more rapidly than he had been doing—and Senator Lewis’ past per- 
formance with the bacon could scarcely be described as slow. And when 
our distinguished mayor of Chicago was inaugurated into office, as head 
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of the second largest city in the New World, almost his opening declars. 
tion was, “I shall immediately go to Washington” and endeavor t, 
secure money to pay the teachers, etc. Statesmanship throughout the 
nation consists in “immediately going to Washington.” 

The result is that we are in process of setting up a system of veritable 
“carpetbag” governments again, which differ of course from the “carpet- 
bag” governments after the Civil War, but whose consequences are likely 
to be similar in many respects. In the present case, it happens that this 
is not primarily a reflection on the federal government. It is vastly to 
the credit of the administrators of the federal government and to our 
type of federal government itself, that it should have come through all 
the vicissitudes of the past two decades with its finances intact and its 
credit and resources unimpaired, and should be in position therefore to 
extend its credit and resources for the relief of state and municipal gov- 
ernments in distress. And it is vastly to the discredit of the adminis- 
trators of state and municipal government and to our whole type of 
state and municipal government that these governments should have 
collapsed at a critical time when their efficient functioning was most 
necessary. 


And this collapse has been brought about not by excessive or un- 
foreseen burdens thrust upon them, in relation to the resources of their 
various communities. It has been brought about by the prevalence of 
antiquated and inequitable revenue systems, by a hopelessly incompetent 
type of governmental organization on the part of a heterogeneous con- 
glomeration of local governments, by unsystematic and irresponsible 
types of budget making and expenditures, and by the low types of public 
office holder which these conditions place in public office and maintain 
there. 

The remedy, therefore, lies not in spinning attenuated theories of 


constitutional law or in berating the federal government for its usurpa- 
tions in the field of state and local government. The remedy may possibly 
involve some revision of our concepts of the fields of federal, state, and 
local government; but it will consist chiefly in such thorough-going re- 
building of the whole organization of local government, such reorganiza- 
tion of systems of budget making, expenditure, and financing, and such 
revision of tax and revenue systems as will prevent a repetition of the 
present humiliating conditions and will put state and municipal gov- 
ernments in a position to maintain the integrity and perform the fune- 


tions of their respective fields. Of all the problems of public finance and 
taxation which the present period of expanding activities has precipi 
tated, I believe this will prove to be the most important. 
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DISCUSSION 


F. P. Weaver.—I find myself in practically complete agreement with 
Doctor Fairchild’s paper on “Tax Delinquency.” I need, therefore, take 
only a few minutes of your time to add emphasis to certain phases which 
in my mind are of outstanding importance in causing tax delinquency. 

I refer first to the statement that delinquency is chiefly a phenomenon of 
the property tax. Is not this due very largely to the fact that in no other 
tax is the ratio of tax to present incomes so completely ignored as in the 
levying of property taxes? If there is an exception to this statement it is 
in the ease of the capital stock tax on corporations, but in this case the rate 
of taxation is so much lower than in taxes on real estate that the problem 
created in years of low corporation incomes is far less acute. 

In my opinion little permanent progress in the solution of the problem of 
tax delinquency on real estate in periods of depressions will ever be made 
until the tax burden on real estate is reduced. This calls not only for greater 
economy in expenditures by state and local governments but also for the 
imposition of a smaller share of the total tax burden on property. 

With property taxes absorbing from 30 to 100 per cent of all the net earn- 
ings from property, as is the case in many rural areas at present, and is 
not unknown in urban districts, and the consequent rapid vanishing of capital 
values, little incentive for clearing a property of tax liens remains to the 
owner who by any set of circumstances, either voluntarily created or im- 
posed against his will, has become delinquent in tax payments for a couple 
of years or more. Even though the owner of the property may have other 
incomes out of which he is able to pay the tar+s on property, there is little 
incentive for him to do so if in his judgment little net income above taxes 
can accrue to him over a period of years. There are thousands of property 
owners in Pennsylvania today who have lost most of their enthusiasm for 
property ownership by just such a prospect, intensified by the uncertainty 
of future rates of property taxation. 

So long as the alternative is the payment of one year’s taxes or losing 
the property, doubt as to the wisdom of payment is not so great, but when 
taxes for two or three years have accumulated against a property with the 
prospect of continuing high levies in future years, a defeatist psychology 
is created rapidly in the minds of property owners which is extremely 
dificult to cope with. 

This leads to the second point in Doctor Fairchild’s paper which I would 
like to emphasize; that is, the importance of prompt and efficient execution 
of a collection policy. Unless property taxes bear a lower ratio to incomes 
from property than is at present the case on much farm property, allowing 
taxes to become delinquent or past due for several years before definite 
steps are taken to enforce collection not only destroys the motive for payment 
but is reasonably sure to make payment impossible and thereby to increase 
the certainty that the owner will lose his property. 

Unless inability to pay property taxes when due is the result of an emer- 
gency which is not likely to recur next year and the year after, postponement 
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of payment can be of no real, permanent help to the owner. If it is due to guc) 
an emergency, special treatment should be possible rather than have th. 
regular collection rules and procedures lenient enough to cover such cases, 
which is now true in most taxing districts. 


Unless property taxes are low enough so that they can be paid out of 
current earnings even in rather unfavorable times, and unless these taxes are 
collected annually to the extent of 90 or 95 per cent of the levies in any 
district, property tax delinquency is bound to become a serious, cancerous 
development with which no local government can cope indefinitely. 

James W. Martin.—lIt is doubtless true, as Professor Simpson has pointed 
out, that there can be no objective, quantitative measure of the scope of 
government at present as compared with past centuries. Statistical dats 
for bygone centuries respecting economic activity in general and governmental 
activity in particular are too meager to render such an attack fruitful. How- 
ever, two possible methods of approach along this line may be suggested, In 
the first place, the proportion of the total population engaged in the pub- 
lic service in the past may be compared with the total at the present. Data 
for such comparison are scanty, and the validity of the comparison is rendered 
questionable by the great differences in forms of social organization. A more 
promising attack on the problem might be made by comparing the propor- 
tions of national income utilized for public as distinguished from private 
purposes in earlier centuries and now. Here again the data are inadequate, 
but perhaps less hopelessly so. At any rate there are frequent estimates 
for the past two or three hundred years. Examination, for example, of the 
work of Baron von Bielefeld,’ von Justi,* and Sir William Petty,’ supports 
the belief that the proportion of national income spent in even seventeenth 
and eighteenth century western Europe for governmental activities ranged 
from about 10 per cent to roughly 35 per cent. These figures are not radically 
different from the proportions spent thus in the United States and Europe 
during the past decade. 

If intensive investigation supports this hypothesis, it also bolsters Professor 
Simpson’s view, which is based on a different approach. That the proportion 
of national income now utilized through government is not greatly different 


from the proportion so utilized two or three hundred years ago makes it 
obvious that the increase in governmental costs during the recent past has 
probably been a phenomenon of purely temporary character and one which 
is recurrent in nature. 


Another important consideration is suggested by the so-called “optimistic” 
classification of public expenditures proposed by Professor H. C. Adams.‘ 
He demonstrated that the expenditures for military purposes and for the 
administration of justice tend to decline in relative importance; whereas, 
those for developmental functions tend to increase. Thus, during the recent 
period of growing public expenditure, despite the expensive World War, 


* Outline of Political 8 e, Part I, chap. 12, quoted from von Justi. 
* System des Finanzwes: Book IV 

* Political Arithmetic, « 

*The Science of Fin 
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such the rise in governmental costs most frequently bemoaned has been occasioned 
by commercial and developmental activity (as defined by Adams) on the 


aSses, part of state and local government. Many of the commercial activities of 
municipalities are profit-making undertakings, or at least self-financing, as 
t of Adams was careful to point out. 


) are So it is apparent that past upswings in governmental costs, arising al- 
most wholly from military requirements, have left nothing tangible in their 
rous wake; on the other hand, the recent rise has come largely froia such demands 
as those for more and better highways, increased facilities for improving 
nted public health, better sanitary plant, and more effective educational equip- 
e of ment and personnel. After a few years following the increases in past 


data centuries, there has been nothing left as a social souvenir except the memory 
of a military victory, or defeat; after the recent increases become a matter 

low- of history, there should be better physiques, more effective sewage systems, 

. In and a better educated citizenship. 

Dub- It is not suggested that extravagant or unjustified governmental ex- 


Jata penditures in the course of the recent past are lacking. Rather, the back- 
ered ground of the general tendencies of the public expenditures is being sought. 
nore In many instances, states and localities, as well as the federal government, 
por- have undoubtedly wasted money by building too many roads and post- 


vate offices, by doing the work through outworn governmental organization, by 
ate, borrowing easy money rather than paying bills when incurred, and by other 
ates unfortunate practices. However, there is no evidence that the extent to which 

abuses have occurred has been relatively greater in the recent past than in 
orts expansions occurring in earlier times. Indeed a good case could be made for 


nth a contrary conclusion. Moreover, evidence that the abuses have been greater 
ged in public than in private activity is completely lacking. 
ally If the interpretation in terms of perspective given by Professor Simpson 


and the point of view I have thus far attempted to present are sound, two 
conclusions are apparent. First, the increase in governmental expenditures 
which has occurred recently is by no means unique and is probably one of the 
irregularly recurring phenomena of history, rather than the unprecedented 
occurrence which much recent literature represents it to be. Second, whereas 
in earlier rapid upswings in governmental costs the lasting result has been 
an episode in military history, there is reason to expect that the recent in- 
sich crease will leave a permanent heritage of greater social capital and a 
physically and intellectually improved citizenship. 

I am then in complete accord with Professor Simpson’s view that there is 
in process continuous redefinition of the scope of governmental activity with- 
out any significant quantitative change. My agreement with his partial 
enumeration of problems for the expert in the field of public finance is 
equally complete, but I shall not discuss that subject matter except to agree 
that the restoration of state and local government to a respectable status is 
the most important problem involving government finance which has been 
precipitated by recent developments. 

It seems to me, however, that it is important to distinguish between tle 
rehabiliation of state and county government, on the one hand, and of 
municipal government, on the other. The history of the past two decades—- 


_ 
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particularly the last two or three years—has demonstrated the complete 
impotence of state government in dealing with problems hitherto regarded a 
peculiarly state matters. Counties and townships have proved themselye 
equally incompetent under modern conditions. Evidence of the failure of 
states to meet their alleged responsibilities may be shown by their appeals 
to the federal government over a period of two decades to provide machinery 
for dealing with the supervision and assistance of railways, farms, coal 
mines, and, more recently, relief, work relief, and other emergency depression 
problems. 

This default on the part of state government is not due to politicians 
“cussedness.”” There has, no doubt, been a reasonable share of political 
chicanery in the mismanagement of state government; but the primary cause 
of the difficulty is that the American commonwealth, conceived in eighteenth 
and early nineteenth century terms, is not an instrument fitted to cope with 
the intricacies of modern life. The incompetence of state governments has 
been the culmination of a course of evolution in which the commonwealths 
themselves did not have a fair share, 

Social life, formerly extending little beyond the immediate community, now 
frequently involves national, or at least interstate, relationships. Business 
activity, a hundred years ago highly localized in most of the country, is 
now typically interstate and even international. Communication and transpor- 
tation, formerly local and extremely slow, is now world-wide and rapid. 

There is really little to cause surprise in the fact that state government, 
an institution very remarkably like the government of the commonwealth of 
1800, should fail to fit in an economy characterized by the use of steamboats, 
railroads, telegraphs, telephones, electric railways, motor vehicles, radio, 
and airplanes—to mention only a few of the factors which have revolution- 
ized transportation and communication repeatedly in the past century and a 
third. Viewed dispassionately and rationally, it seems more remarkable that 
state government has persisted as long as it has. 

It may be suggested that county and township government has also in 
large part come to be obsolete. The array of sheriffs, deputy sheriffs, 
constables, county attorneys, district or circuit attorneys, county clerks, 
jury fund trustees, master commissioners, district or circuit clerks, justices 
of the peace, coroners, and the rest belongs to a social system which has 
ceased to be. If local government at the present time is to be worth maintain- 
ing, it must render definite services which need to be performed; and the 
system of law enforcement must be reworked to fit into an economy no 
longer local in its scope. In point of fact, the collapse of county and town- 
ship government has been just as complete, even though not so bizarre, as 
the failure of state government. 

It would almost be accurate to say that the states have shown competence 
in the recent past, if at all, only in dealing with matters which were formerly 
problems of purely local concern. In many states, there has been fairly suc- 
cessful management of state highways. There has been improvement, through 
state action, in the administration of education, health, taxation, welfare, 
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lete and certain other functions which the nineteenth century regarded as of 
strictly local concern. 


lves On the other hand, while the history of municipal government to the second 
A decade of this century is one of the darkest spots in our political development, 
cals beginning during that ten years and continuing to the present time, there 
~ has been a remarkable increase in the effectiveness of municipal government. 


Cities in large numbers have adopted definitely modernized procedures. They 
have provided for continuous and integrated record-keeping systems; they 
have authorized the employment of certified public accountants to make 
outside audits; they have worked out unified purchasing and merit plans of 
personnel recruiting; they have systematized borrowing practice and debt 
administration; and they have reorganized the entire administrative struc- 
ture along functional lines. The extraordinary growth of city manager gov- 
ernment is one of the symptoms of the remarkable change which has oc- 
curred in recent years in the direction of professionalizing municipal gov- 
ernment service. 

Also, the character of municipal activity has been definitely recognized as 
largely business rather than political. Municipal government at the present 
time exists to provide police protection, guard against fire hazards, assure 
community health, build and maintain streets, sewage systems, and other 
por public utilities, and provide educational and recreational facilities for both 
children and adults. If society finds it desirable to supply collectively certain 
other goods and services, modern municipal government makes available the 
machinery for doing so. 

Moreover, in spite of the fact that the states have “skimmed the cream” 
of the taxing devices left after the federal government’s first choice, muni- 
cipal government in genera] has met the financial tests of the last three years 
much more effectively than has state government. It is true such poorly gov- 
erned cities as New York and Chicago have encountered difficulties, and such 
over-expanded municipalities as Detroit and Los Angeles have found them- 
selves in dire straits; but the failures on the part of these largest municipali- 
ties are more than offset by the remarkable success with which hundreds of 
city governments have met the depression situation in spite of state-imposed 
limitations. 

If this is a fair picture of the state and local government situation, the 
conclusion seems obvious. From the point of view of financial support, state, 
county, and township governments are net worth rehabilitating for the per- 
formance of traditional functions; municipal government is distinctly worth 
saving, not only for the sake of continuing the constructive activities and 
methods of functioning developed during the past twenty years, but also 
for the suggestions implicit in recent municipal progress for local government 
in rural areas. Doubtless state governments will survive for the performance 
of certain functions, though perhaps they are not fitted to the task as well 
as other agencies which might be developed except for the sentimental values 
inhering in present commonwealths. 

Hartey L. Lurz.—Professor Simpson has performed a useful service 
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in raising, as he has, the issue of the tendencies in the changing scope of 
governmental authority, and in contrasting the full sweep of this authority 
during the Golden Age of laissez faire and in our own times. He has also 
set out, although in outline form only, the significant aspects of the curren: 
program of governmental activity, as these must be viewed by the student 


of taxation. As he has recognized, the subject is so vast that any limited 
discussion of it must be severely selective, and for reasons which appeared 
to him good and sufficient, he has elected to devote his attention primarily ty 
matters of perspective 

A proper perspective, an authentic setting, are always essential to clear 
understanding of any problem, and I cannot take issue with Professor Simp- 
son for deciding to place his major emphasis as he has. By way of en- 
larging the scope of the discussion, I shall direct my remarks at certain 


implications, financial and otherwise, which are involved in the present goy- 


ernmental program 
The economic and social philosophy underlying the enormous program 
of the present administration may be stated in either of two ways. It may 


be regarded simply as a vast emergency undertaking, aimed at the rapid 
restoration of a level of prices and a volume of economic activity at the 
new price level, that will relieve debtors, taxpayers, and the unemployed. 


Or it may be viewed as the entering wedge for an extensive reorganization 
of our economic structure and our governmental policy, whereby there may 
be perpetuated a degree and a character of governmental control over eco- 
nomic processes that would be rather mildly characterized by the term 
“paternalistic.” Some apologists would say that both objectives are held, 
and they would explain the meager response to the recovery efforts to date 
by contending that recovery must come slowly in order to be kept in pace with 
the growth of federal paternalism. I hasten to state that no one openly calls 
it “federal paternalis \ much more attractive expression, “The New 
Deal,” has been coined, but this shift in terminology should deceive no 


one. 

If we accept the hypothesis that the present program is simply an 
emergency effort to restore prosperity more quickly than it would come 
under the influence of slow-motion natural forces, we may regard it as 
one of the periodically recurring, temporary expansions of governmental 
activity of which Professor Simpson speaks, and we may perhaps safely 
assume that there will follow eventually a diminution in its scope and 
cost, although past experiences with emergency expansions of the federal 
administrative organization and expenditure give us little room for believ- 
ing that either the organization or its cost will shrink to the levels that 
had been customary before the expansion set in. Viewed thus, our principal 
concern should be over the efficacy of the program to accomplish the desired 
result. I pass this } :lthough 1 must record my own lack of enthusiasm 
for some parts of it and for the conception of the problem upon which it 
appears to be based. 

If we accept the hypothesis that we are confronted, not with a transient 


governmental expansion devised to deal with an emergency, but with a de- 
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pe of liberate attempt to perpetuate extensive governmental control over, interfer- 
lority ence with, and participation in, the ordinary economic activities of the com- 
: also munity, it is time that we considered carefully the road we are asked to 
Irrent travel. My subsequent remarks are based on the assumption that this is 
udent the real objective of the program. If this involves an injustice to it or to the 
mited objectives of its sponsors, the misconstruction will no doubt promptly be 
eared pointed out. 
ily to Some so-called economists and others who incline toward the left-wing 
conception of the present program for the enlargement of governmental 
clear activity and authority over economic affairs, have derived vast entertain- 
Simp- ment from their condemnation of orthodox economic doctrine, and the mildest 
f en- of their strictures has been that which undertook to establish its consanguin- 
ertain ity with the logic of “Alice in Wonderland.” A new economic philosophy has 
t gov- accordingly been provided. When we examine this new economics, we find 
that it is a reincarnation of the justum pretium, the “just price” of the 
gram medieval canonists and guilds. The economic doctrine of the ninteenth 
t may century has been discarded as obsolete while that of the thirteenth century 
rapid is offered to us as brand-new. The price, wage, and profits philosophy of the 
at the recovery legislation and of the codes established under this legislation is that 
loyed. of the medieval just price, but with this difference from the earlier ap- 
zation plication. The thirteenth century advocates of the just price feared monopoly 
may and sought to prevent it, whereas its twentieth century advocates seek to 
r eco- prevent competition through lowered prices. Monopoly has so far lost its 
term terror today that the new legislation expressly suspends the anti-trust acts. 
held, Having gone back seven hundred years for our new economic doctrine, it 
> date is only natural that we should be asked to absorb also the absolutist con- 
e with ception of government which is congenial] to the just price economics. The 
r calls New Deal political philosophy seeks to revive the doctrine of fixed economic 
New status, but again it is given a twentieth century twist. The medieval serf 
ve no was bound to the land and forced to cultivate it. The modern farmer is 
paid in cash to remain on the land and refrain from cultivating it. We are 
ly an adding a new government function, that of providing an indefinite number 
come of cushions and shock absorbers to protect individuals and economic groups 
it as against losses and against the consequences of their own incompetence or 
nental error. If a man cannot make both ends meet in certain kinds of farming, he 
safely is to receive a bonus for being an idle farmer. This may become an hereditary 
e and privilege, as serfdom became an hereditary obligation. If another man can- 
ederal not pay the interest on his mortgage, the Treasury will guarantee it. If 
ve liev- too many people go into the dairy business, we must have milk codes, with 
s that price fixing and processing taxes in order to have contented dairymen as 
ncipal well as contented cows. Logical next steps under this theory of governmental 
esired shock-absorbing would be: a tax on chain stores to provide a subsidy for the 
1siasm independent merchants who are crowded out; a tax on apartments, hotels, 
lich it and residences to subsidize the real estate subdivider; a tax on investors to 
repay stock speculation losses; and finally, a tax on everybody in order to 
nsient keep everbody else in business and happy. 
a de- We are being taught, as part of this new political philosophy, that the 


| 


168 {merican Economic Association 


federal treasury is an inexhaustible source of funds for the payment of these 
bonuses and subsidies. And when it gets in too deep, as it has every prospect 
of doing, we shall find that another bit of medieval chicanery which was 
in high favor with extravagant princes as a means of recouping their treasur- 
ies is being favorably considered; namely, the devaluation of the currency, 
Professor Simpson has very properly expressed concern over the demoraliz- 


ing effect of federal subsidies upon state and local governments. He might 
have added that as long as hope remains that the federal government wil] 
provide a financial] cushion against the results of corrupt and incompetent 
local government, there can be no prospect of securing the administrative 


and fiscal reforms which are essential if the taxpayers are to be relieved 
of their crushing burdens 

I submit that we cannot hope to combine successfully the ideal of a vast, 
government-financed shock-absorbing paternalism and the ideal of a private 
economic system operated by enterprise and motivated by profit. The 
paternalistic ideal is essentially inconsistent with the enterprise and profit 
ideal. The time limit to this discussion permits mention of only two of the 


many objections which could be advanced against the paternalistic concep 
tion of government and the indefinite expansion of governmental authority 
which it involves. 

First, the paternalistic viewpoint postulates a degree of omniscience re- 
specting the proper direction which economic development should take that 
does not exist anywhere, and which therefore could not possibly be found 
in a bureaucracy. To illustrate: In a recent lecture by a professor who is 
popularly regarded as a member of the “brain trust,” although he modestly 
disclaimed his right to such membership, it was suggested, as a remedy for 
the abuse of corporate financial power, that some federal agency should 
have the authority to approve or disapprove proposals for long-term capital 


financing. One thinks at once of the railroads’ financial experiences, and also 
of how Henry Ford might have fared thirty years ago at the hands of such 
a board. An elderly judge of my acquaintance out in Utah is fond of quot- 
ing one of his associates on the bench to the effect that the constitution 
guarantees to every man the inalienable right to make a damned fool of 
himself. The proposal for a federal investment control board would restrict 
this right, but I suspect that over a generation there would be about as 
high a percentage of foolish investments in such a board’s approved list 
as in its rejected list. I am unwilling that government should seek, by such 
a device, to prevent people from enjoying the constitutional right which my 
judicial] friend holds to be theirs. 

My second objection is financial in nature. The progressive expansion 
of governmental authority, involving as it does both regulation of private 
enterprise and an invasion of the field of enterprise by publicly owned 
capital, tends to increase aggregate taxes while it restricts the taxpaying 
capacity of the people. The restriction arises through the control of pro- 
duction costs upward and through the inevitable tax exemption of publicly 
owned properties. There can be but one outcome for such a policy. 

The federal government’s present financial position and its prospects 
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demonstrate the incompatibility of the ideals of paternalism and free en- 
terprise. The expenditure facts are familiar to all, as is the further fact 
that these expenditures have been financed by a rapid increase in debt. Be- 
tween June 80, 1930, and September 30, 19338, the interest-bearing debt 
rose by $6,750,000,000 or approximately two-thirds of the amount by which 
this debt had been diminished between August 80, 1919, and June 80, 1930. 
It is evident that the current peak of debt increase has not yet been reached, 
and we may see three-fourths or more of the earlier debt redemption wiped 
out before the borrowing program is checked. 

Whatever the final debt situation may be, it would have a different sig- 
nificance under a policy aimed simply at recovery, with reasonable freedom 
to produce the profits and income that could support substantial taxation 
for debt retirement, than it would have under a policy of regulating prices, 
wages, and profits, guaranteeing losses and subsidizing the incompetent and 
the importunate. Such a policy would curtail the revenue-yielding possibilities 
of federal taxes while it would prevent the Treasury from realizing that 
margin between income and outgo upon which debt retirement depends. 
Considering further the federal debt situation, it is a matter of some con- 
cern to realize that the total short-term debt, including Treasury notes, certifi- 
cates, and bills, is now about $7,500,000,000, or about one-third of the entire 
interest-bearing debt. This proportion has never been exceeded, and this 
absolute amount of short-term debt was exceeded only in the early twenties, 
when the Victory Notes maturing in 1923 were properly a part of such debt. 
The short-term debt situation presents a grave currency inflation menace. 
The inflation amendment authorizes $3,000,000,000 of Greenbacks, to be 
issued to purchase or redeem federal debt obligations, and the Joint Resolu- 
tion su vending the gold clause makes them legal tender for debt redemption. 
This amount of currency plus the so-called “profits” from substantial cur- 
rency devaluation would solve the immediate short-term debt problem out of 
hand. With such instruments in reserve the Treasury’s complacency is easily 
understood, as is also the growing concern of the country. 

Jens P. Jensen.—I will use the time allotted to show that in studying the 
present epidemic of tax delinquency it would be well to relate it to past ex- 
perience. Logically, we ought to find delinquency to be a recurrent phenome- 
non with relations to the business cycle similar to those of business failures 
and unemployment. 

The literature on tax delinquency that has come into existence during the 
past two or three years is primarily descriptive, showing the extent and the 
character of delinquency. A certain amount of analysis is included and is 
doubtless intended to show the causes. The purpose of the writing being 
largely remedial, the prescription must be accompanied by sufficient diagno- 
sis to justify the remedies offered. The writing has been done mostly by tax 
administrators and their professional advisors, both of whom were facing prac- 
tical problems in the fiscal emergencies caused by dwindling revenues. No 
licly criticism is implied in saying that these writers limited themselves to current 
events and conditions and couched their explanations in terms of contem- 
pects porary, or near contemporary, events and conditior . For example, among the 
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causes of delinquency are listed speculation in real estate and the consequent 
deflation of property values. This explanation is all to the good, as far as it 
goes. But it seems that the time has come for a more far-reaching analysis, 
and for an incorporation of the phenomenon of tax delinquency as an jp- 
tegral part of our theory of fiscal science or public finance. As a preliminary 
or contemporary treatment I suggest a historical study, directed to discover 
whether tax delinquency, in its aggravated and troublesome form, is a re. 
current phenomenon, and if so, what can be learned from previous epidemics, 
I can only briefly indicate my reasons for this suggestion, along with some of 
the difficulties that will be faced in making such a study. 

It would be logical to find that just as the present epidemic of delinquency 
is a phase of the current depression, so previous depressions have had, as 
integral parts, tax delinquency in more or less aggravated degrees. It lies 
in the nature of the business cycle and in the nature of the property tax that 
this should be so. ; 

First, as to the pertinent phases of the business cycle. It has been charac- 
teristic of major business depressions that property values have fallen more 
or less precipitately. It has also been characteristic that the national income 
has fallen, certainly in terms of dollars, and probably also in terms of pur- 
chasing power. These two phenomena are not unrelated. For, apart from 
certain speculative booms, the capital value of real property is the present 
value of all anticipated income from the property. If that is not so, then 
capital value and selling value must be entirely capricious. Whatever in a 
depression drags down the prospective income from property also drags down 
the capital value of property. 

As I was reducing these thoughts to writing, I had before me some advance 
sheets of a book written by Mr. Homer Hoyt, which is now published under 
the sponsorship of Chicago Title and Trust Company, entitled 100 Years of 
Chicago Land Values. The values of the land within the 1988 limits of Chi- 
cago, as found by Mr. Hoyt, for selected years of peaks and troughs, are as 
follows: In 1833, $168,800; three years later, in 1836, $10,000,000; in six 
years, in 1842, $1,400,000; after fourteen years of increase, in 1856, 
$125,000,000; again, in 1861, five years later, only $60,000,000; after twelve 
years of increase, in 1873, $575,000,000; after six years of decline, in 1879, 
only $250,000,000: after thirteen years of growth, a sixfold increase, in 
1892, to $1,500,000,000; in five years, in 1897, a shrinkage to $1,000,000,000; 
after a long period of twenty-nine years of increase not seriously inter- 
rupted, to $5,000,000,000 in 1926; and finally a descent to $2,500,000,000 
in 1983. The lesson drawn by Chicago boosters is of course that “the curve of 


land values in Chicago refuses to stay down’; and the implication is that 
the upward trend will continue. Be that as it may, the significance of these 
figures for the present purpose is not in the secular trend, but in the devis- 
tions from it; and they are very large. They represent temporary variations 
in the desirability of, or the demand for, land in Chicago. They probably illus- 
trate, though they do not picture accurately, the variations in property values 
for the country as a whole during the five major swings of the business cycle 


during the century. 
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In the second place, let us look at the nature of the tax. One of the most 
noticeable features of the property tax is the consistent increase in the reve- 
nue, Whether this increase in the tax has been more rapid than the increase 
in property values in the long run is perhaps debatable; but certainly the rate 
of growth of property tax revenue has outrun the rate of growth of property 
values during the past decade. This fact is not without significance. 

Much more significant than the increase is the stability of this revenue. 
It has been used either as the sole tax or as the tax by which was raised 
whatever revenue was needed and not available fri»: »ther sources. To be 
sure, there are always drastic efforts to reduce the .. x during hard times; 
but these efforts seldom yield much success. There ar | sually debt services 
to provide for, and sometimes hard times bring addit-.nal expenditures, as 
for relief purposes at the present time. 

Another characteristic of the property tax is that, at least in so far as 
it falls upon land, it is not readily shiftable, if at all. In so far as it is non- 
shiftable, it reduces the tax-clear income from property. It is essentially 
a fixed payment which must be made if the property owner is to enjoy un- 
interrupted possession of his property. 

Gathering these threads together, we have a situation somewhat like this: 
The variations in the value of property indicate variations in the eagerness 
of the owners to hold or acquire property. The tax, or the sacrifice of parting 
with the tax money, on the other hand, is, in a sense, the cost of holding the 
property. But the eagerness to hold property weakens in hard times, as the 
anticipated net, tax-clear income from it decreases. And the burdensomeness 
of the cost of holding property increases during the depression periods since 
the tax does not decrease much and the purchasing power of the monetary 
unit increases. With the weakening of the desire to hold property, and the 
increasing burdensomeness of holding it, we should expect that the owners 
would refuse to a greater extent than at other times to pay taxes in order 
to hold it. There has been, as stated above, some listing of causes of de- 
linquency. It is probable that by far the largest part of the abnormal de- 
linqueney can be accounted for by two general causes. One is that, owing 
to bad economic conditions, the property owner simply cannot raise the money 
for the taxes; and the other is that, though he might raise the money, he deems 
it not worth while to pay the taxes in order to hold his property in view of 
the reduced prospective tax-clear income from it. Those at least are, it may 
be confidently asserted, the two principal causes operating in the present 
period of depression. There is no reason why we may not assume tentatively 
that these same causes were operating, with the same result, though in vary- 
ing degrees, during earlier depressions. 

Yet when we turn to look for statistical or any other form of historical 
material we face a discouraging situation. Professor Fairchild, as has every 
one else who has tried to discuss the problem, has shown the difficulties in- 
volved in securing information about even the percentages of currently un- 
collected property taxes. The facts, of course, are there—on the books of 
the tax collector, But they are seldom taken from these books, combined, 
made matters of official record, and preserved so that over a period of years 
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they may become useful. There is, with rare exceptions, no appreciation of 
the value such facts would have. This is all the more regrettable since such 
information might usually be had with practically no extra cost. In Kansas, 
for example, the county clerk and the county treasurer both report collec- 
tions to the state auditor and the state treasurer, respectively, for purposes 
of settlement by county treasurers with the state treasurer. A small change 
in the blanks upon which this report is made would render the information 
useful for showing delinquencies; and there would be a speedy, automatic, 
and almost costless source of information. But it has not been possible to 
make the necessary change. Such is presumably the case in other states; and 
such was, presumably, if only still more so, the case in former years. 

Information that such data were not available, or were not thought worth 
recording and discussing, is indicated from another source. In about one- 
half of the states, and in a number of the larger cities, fiscal and financial 
histories have been written. These histories practically all neglect all but 
one phase of the collection of taxes. The collection machinery is discussed, 
often at some length; but its efficiency is rarely treated, and then only in 
general terms. In only very rare instances is reference made to the depres- 
sion and its effect upon the delinquency; and where, as if at random, any 
unusual delinquency during a period of depression is noted, the writer ex- 
plains it away on other grounds than hard times. 

Professor E. L. Bogart, in his Financial History of Ohio, notes (page 197) 
that “after the War of 1812 and the consequent ‘hard times’ the system [of 
collecting real estate taxes] broke down completely.” But later he lays the 
blame, not on the “hard times,” but on the too liberal redemption laws which 
rendered tax titles worthless. Nowhere else is there any indication that “hard 
times” increased the delinquency in Ohio. Yet it is clear that the present 
“hard times” have increased delinquency in that state. 

Professor R. M. Haig, in his History of Tazation in Illinois, notes the 
very poor collection of land taxes during the period 1809-88, but no indi- 
cation is given of any depression as a factor in the delinquency. Later, how- 
ever, he states (page 85) that during the next period “the situation was par- 
ticularly acute Lecause of the economic depression which developed and 
continued through 1843 and 1844.”’ No references are made to any such effects 
during later depressions. 

Mr. W. C. Fankhauser, in his A Financial History of California, has given 
(page 242) some figures of actual delinquencies of the state property tax 
(which is not of course the same necessarily as the loca] taxes) for the years 
following the depression of 1878. For the fiscal year ending June 80, 1874, 
12.5 per cent of the state tax was delinquent. For each of the following years, 
respectively, the percentages were 20.0, 10.2, 5.5, 5.09, and 4.4. But he at 
once robs us of any joy in discovering anything by explaining the large 
percentages of delinquency of the first three years as being due to litigation 
over the assessment of solvent credits and mortgages. He does however give 
(page 848) what seems to be the only clear bit of evidence in support of 
my contention which I have found in any of these monographs. In California 
the state then took title to delinquent property, subject to redemption by 
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owner or, failing such redemption, sale by the state. During the four years 
1906-10, the state took title to about 22,000 parcels each year, without much 
variation from year to year. But the number of parcels redeemed increased 
from 13,662 during the first year to 23,124 during the last. In other words, 
while the short-lived depression was on, the state was taking title to real 
estate much faster than it was being redeemed by the owners; but later, with 
returning prosperity, presumably, the redemptions were somewhat in excess 
of the sales to the state. 

These writers deserve credit for even these meagre figures. The other 
monograph writers in this group have given us nothing at all applicable to 
the problem I have set. I have given these figures at length merely because 
they show how little the question I have raised has troubled any one in earlier 
years. Does this lack of interest indicate that there was no abnormal amount 
of tax delinquency during and as a result of earlier depressions in the states 
about which such histories have been written? I believe not. But it does 
prove that anyone trying to investigate the problem is going to have diffi- 
culty securing his facts. Still, it ought to be possible to secure enough to 
ascertain whether anything could be learned from history about tax de- 
linquencies, and about the relation of the different phases of the business 
cycle to the phenomenon of delinquency. 

If, on the other hand, my conjectures should be found to be in error—if it 
should be found that the present business depression is the first one that has 
had as one of its characteristics a calamitous epidemic of tax delinquency— 
then we have a new problem requiring an answer. 
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SESSION ON UNEMPLOYMENT AND PUBLIC WORKS 
THE ECONOMICS OF PUBLIC WORKS 


By Sumner H. SLicHTeEr 
Harvard University 


In a western state a railway bridge had been destroyed by fire. and 
it was necessary to replace it. Two days later came the superintendent of 
the division. Alighting from his private car, he encountered the foreman 
of the bridge builders. “Bill,” said the superintendent, and the words 
quivered with energy, “I want this job rushed. Every hour’s delay costs 
the company money. Have you the engineer’s plans for the new bridge?” 


“TI don’t know,” said the bridge builder, “whether the engineer has his 
picture drawed yet, but the bridge is up and the trains is passin’ over 

The government in Washington is in the position of the railroad 


foreman who had to rush through an emergency bridge without plans 
—except that it has had to build many emergency bridges. No doubt 
some of the bridges which it has built should not have trains running 
over them very long. Possibly a few should not have trains running 
over them at all. In presenting this paper I may be compared to an 


engineer who appears with a blueprint after the emergency bridge is 
done and points out certain respects in which the bridge will not do 
permanently. 

Until several years ago most proposals to alleviate depressions by 
expanding public construction contemplated simply long-range plan- 
ning of public works. These proposals involved no ultimate change in 
the total volume of public expenditures but merely changes in the timing 


of the expenditures. It was assumed that a long-range program of 
public construction would be planned in the light of its cost and of the 


ability and the willingness of the community to bear the burden. Then 
it was proposed to concentrate construction as much as possible in 
periods of depression. Such a proposal is easy to defend, for it involves 
no ultimate change in the size of the government debt and no radical 
effects upon the price structure. The government simply purchases less 
of certain materials and services at times when the rest of the con- 
munity is buying more and it buys more of these materials and services 
at times when the rest of the community is buying less. Over a period 
of time, however, the volume of purchases by the government is presum- 
ably not altered. And although the government borrows to spend dur- 
ing depressions, it reduces its debt during booms so that in the long run 
there is no change in the government debt. 


The present public works program is far more ambitious than mere 
long-range planning and fraught with far greater possibilities of both 
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good and evil. The government is deliberately setting out to spend 
enough borrowed money on public construction to lift business out of 
the depths of the depression. Of course, the expenditures on public 
vorks are far from the entire recovery program, but they are predicated 
on the assumption that business needs this stimulus, and the magnitude of 
the expenditures is determined by the severity of the depression and by 
the amount of stimulus which business is assumed to require. Such a 
program may conveniently be designated a “market-supporting” pro- 
gram to distinguish it from the less ambitious proposals of long-range 
planning. You will appreciate at once that we are gambling with big 
stakes. If the program works, it may be regarded as practically cost- , 
less for it will more than pay for itself by increasing production and 
employment. If it fails and we saddle ourselves with an enormous in- 
crease in the public debt without alleviating the depression, perhaps the 
community may feel unable or unwilling to pay the debt. 

In this paper I shall not analyze in detail the specific program which 
the federal government has launched, but I shall examine the economics 
of programs of this general type rather than the economics of the 
long-range planning of public works. My discussion will fall into four 
principal parts. First, I shall discuss the need for supporting markets 
during depressions; second, I shall point out some of the limits to 
the usefulness of public works as a device for accomplishing this purpose; 
third, I shall indicate some dangers involved in public works programs 
of the market-supporting type; and, finally, I shall make some compari- 
sons between public works and other methods of alleviating depressions. 


I 


Let me begin the analysis by expressing the conviction that there is 
urgent need of developing large expenditures which are not dependent 
on profit prospects and of dovetailing them with the expenditures which 
do depend on profit prospects. In no other way, short of abolishing 
production for profits, can the total volume of spending in the com- 
munity be stabilized, because the spending which is governed by profit 
prospects is bound to fluctuate.* The instability of expenditures that 
depend on profit prospects is the result of a conjunction of circum- 
stances; but the crucial one, however, is the fact that the demand for 
goods is not ready-made but depends in large measure upon the success 
of business men in discovering new ways of making money by changing 
products or processes or by enlarging operations. When business men 
discover an increasing number of such opportunities, expenditures rise 
and the demand for commodities and services increases. But if managers 


’ By stabilizing the volume of spending I do not necessarily mean keeping it constant 


: — but simply free from fluctuations. Steady growth is merely one form of 
stability. 
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experience unusual difficulty in discovering new ways of making money, 
there is a shrinkage in the demand for capital goods and for the labo; 
used in making and installing them. The drop in demand, however, is no} 
confined to capital goods and the labor used in producing them. The 


reason is obvious. When employees in the capital goods industries los. 
their jobs and when the owners of plants in the capital goods industries 
receive smaller dividends, they must reduce their purchases of consumers’ 
goods. 

It is unnecessary to discuss the multitude of reasons why managers 
have varying success in discovering new opportunities to make money. 


Let me simply remind you that to assume that profit-making oppor. 
tunities will be discovered at a constant rate is to assume, among other 


things, that technology will discover new products and new processes 
at a constant rate and that the new products and processes will bear 
a constant competitive relationship to the old products and processes— 
assumptions for which there is no warrant. It is theoretically conceiv- 
able that prices might be so flexible that the impact of a changing world 
upon the price structure would not alter the success of managers in 
finding new ways to make money, that no matter what changes occurred 
in the external world, prices would respond so promptly that profit 


prospects would always remain equally attractive. But although such 
fluidity of prices is conceivable, everyone knows that it is practically 


unattainable. Hence profit prospects vary and, as they do, the spending, 
production, and employment which depend upon them are bound to 
fluctuate. 

Schemes for controlling credit and the relationship between saving 
and private investment off r some prospect of reducing the fluctuations 
in spending but they all leave undisturbed the fundamental fact that dis- 


coveries of new methods, new products, and new natural resources do not 
occur at an even rate. Consequently, there is little hope that fluctuations 


in the rate of interest alone will stabilize the prospect for profits. We 
are forced to the conclusion that unless spending which does not depend 
upon profits can be dovetailed with spending which does, millions of men 
are bound to be thrown into idleness every few years because business 


men fail to discover enough new opportunities to make money. Upon this 
fact rests the case for large programs of public works of the market- 
supporting type 


II 
Before we examine the problem of stabilizing all spending, let us 
notice the magnitude of the undertaking. In 1982 debits to individual ac- 
counts were only about 40 per cent as large as in 1929. Allowing for the 
fact that cash payments fluctuated less than check payments, the volume 


of spending in 1982 was perhaps roughly half the volume in 1929. To 
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offset such a precipitous drop in private spending would obviously re- 
quire an enormous expansion of public buying. Now under favorable con- 
ditions a given outlay on public works may create a volume of private 
spending that is several times larger than the government expenditures 
on public construction. If the government expenditures, however, in- 
crease the total volume of spending, accelerate the reduction of exces- 
sive inventories and the repayment of indebtedness, and reduce losses and 
bankruptcies, their benefits may be far-reaching. By thus protecting the 
credit of firms, they will reduce the tendency of banks to force the 
liquidation of indebtedness. And by preventing business confidence from 
shrinking to the depths that it otherwise would, they will halt the 
tendency for business enterprises to postpone commitments and thus will 
tend to sustain the velocity of circulation. 

But even allowing for the fact-that-a-given-outlay on public works 
under favorable conditions may have a very large effect upon the volume 
of private spending, it is obvious that an enormous program of public 
works would have been necessary to offset the drop in private spending 
between 1929-and-1932..Hence the possibility of stabilizing the total 
volume of spending by dovetailing public buying with private would ap- 
pear to require a drastic reduction in fluctuations of private expendi- 
tures. The outlook for this is none too bright. Even in 1932 deposits sub- 
ject to check were over two-thirds as large as in 1929. This indicates that 
rigid control of fluctuations of credit would not prevent enormous fluc- 
tuations in spending. Obviously, however, the achievement of stability 
through dovetailing presupposes drastic control of credit. The violence 
of fluctuations in private spending is due to the fact that credit expands 
at a time when the velocity of circulation is also rising. This suggests the 
conclusjon that increases in the velocity of circulation should be offset by 
contradtion of credit. But I do not believe this to be possible, for as long 
as we have a banking system of the present type, a quickening of business 
must produce simultaneously an expansion of credit and a rise in the 
velocity of circulation. Perhaps, therefore, the achievement of stabiliza- 
tion is incompatible with the retention of the present credit system. 

The breakdowns in exchange which we call depressions have a dual 
nature. For one thing, they are reactions to maladjustments which 
develop between supply and demand. These maladjustments may develop 
in a vast variety of ways. Naturally, they all carry with them mal- 
adjustments in the price structure. For business to pick up, these mal- 
adjustments must in some measure be corrected. This means that there 
must be changes either in the prices or in supply and demand, usually 
in both. But although depressions are reactions to maladjustments, they 
are far from being simply corrective reactions. On the contrary, they 
are themselves a source of maladjustments, for the very drop in spend- 
ing, which is the essence of depression, intensifies existing maladjust- 
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ments and creates new ones. Furthermore, the prices which change first 
are not necessarily those which are most in need of being changed. Ih 
order to effect the necessary readjustments there is usually needed , 
drop in costs, but many cost prices are among the slowest to drop. 
In so far as expenditures on public works halt the drop in the total 
volume of spending, they may reduce the tendency of depressions t¢ 
create new maladjustments. As a general rule, however, it may be’ said 
that the construction of public works does not remove the fundamental 
causes which produce depressions.? Suppose, for example, that a de 
pression occurs b se technological discoveries have failed to pro- 
vide enough new profit-making opportunities to maintain the demand 
for capital goods. The drop in the demand for capital goods produce: 


unemployment and losses in the capital-goods industries, which, in turn, 
reduce the demand for consumers’ goods and create unemployment 
and losses in the consumer-goods industries. All of this means a smaller 
volume of spending and a depression. The expenditures on public works 
may counteract in ie measure the drop in private spending, but the 
fundamental difficulty, which was the failure of technology to advance 
fast enough to maintain the demand for capital goods, has not been 


remedied. Of course, if the former rate of technological advance is 
promptly resumed, may be well and public works will have served 
as a useful stop-gap in protecting the community from the consequences 
of fluctuations in the rate of technological discovery. But suppose that 
the previous rate of technological discovery is not promptly resumed. 
The country is unable to maintain a heavy outlay on public works in- 
definitely. When the expenditures cease, the depression may be resumed 
in full force and the country may find itself saddled with a heavier burden 


of debt and with the maladjustments which precipitated the depression 


still uncorrected. 
Or suppose that a depression occurs because important branches of 
agriculture have become overdeveloped relative to manufacturing. If 


farmers are unable to buy enough manufactures, unemployment devel- 
ops, with the result that the market for farm products shrinks and the 


overdevelopment of agriculture becomes worse. What is needed to get 
industry operating i normal fashion is to restore the proper relation- 
chip between agriculture and manufacturing. Of course, expenditures on 
public works may be of temporary help in sustaining the demand for 
agricultural products and thus in cushioning the effects of the depression 
on agriculture, but they will not correct the underlying maladjustment. 


As soon as the public credit is exhausted or the willingness of the public 


7 Under some circumst ind within modest limits expenditures on public works 
may assist in removing the causes of the depression. For example, by helping to main- 
tain the market for goods, the outlay on public works may assist enterprises in shifting 
out of industries which are overdeveloped into others which are not. 
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first to support the public works program ceases, the original maladjustment 
d. In between manufacturing and agriculture will again make itself felt. 

led a Public works programs, therefore, must be ~egarded as essentially , 
p. palliatives rather than correctives. In view of this fact, is it wise to 
total pledge public credit in huge amounts in an attempt to offset fundamental 


ns td forces that are producing a decline in business? It is scarcely conceiv- 
able, for example, that even very large expenditures on public construc- 
ental tion in the United States in 1930 or 1931 would have halted a depression 


a de which was the product of so many world-wide maladjustments and which 
pro- was being made constantly worse by mistaken economic policies in many 
mand countries, including our own, and by critical political situations in several 
luces parts of the world. In considering the wisdom of spending large amounts 
turn, on public works early in a depression for the purpose of halting it, one 


ment must recognize that governments, because of ignorance or political con- 
aller siderations, are likely to pursue some policies which aggravate rather 
orks than relieve the depression. The conclusion is inescapable, I believe, that 

t the until governments are far better able to avoid policies which aggravate / 
‘ance depressions, the time to begin a large public works program is not early 
been in the depression, but_only after fairly unmistakable signs of recovery. ' 
ce is have begun to appear, In view of the doubtful value of many policies _ 
rved which are now being pursued to produce business revival, it is fortunate © 
ences that we have embarked upon the present large construction program 
that only after business the world over seems to have turned the corner and 
med. only after fundamental recuperative forces have become so strong that 

8 in- even serious administrative errors are unlikely to interrupt the recovery. 
med Obviously, it is far safer to gamble with public credit on a rising market 
rden than on a falling one. 


ssion Ill 


Up to this point my discussion has been based on the assumption 


4 . that expenditures on public works, while not affecting the causes of de- 
ort pressions, would at least tend to mitigate their severity by increasing 
1 the the total volume of spending. It is necessary, however, to consider the 


possibility that a large public works program may have the opposite | 
effect—that it may aggravate the depression by diminishing the total 
volume of spending. Such a large part of all buying is controlled by 
lide private enterprises and such a small part by the government that only a 
small increase in the disposition of business men to postpone commitments 
would entirely offset a large increase in buying by the government. 

sblic There are several ways in which a large outlay on public construc- 
tion may cause business enterprises to reduce their expenditures. In 
thefirst place, it may cause managers to regard the economic situation 
fting as too highly artificial. As long as they view the situations in this light, 
they are likely to be exceedingly conservative in planning private com- 
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mitments. During a period of depression managements make plans for 
improvements, replacements, and expansion which they intend to carry 
out as soon as they feel reasonably sure that business has turned the 
corner. But the very we that the government is generously supporting 
markets by large-scale buying makes managers uncertain whether a re 


vival is due to recuperative forces or simply to the stimulus of govern. 
ment buying. And the larger the government expenditures the greater js 
this uncertainty. Consequently, a large government program, by pre- 
venting business men from recognizing promptly the beginning of re 


vival, may prevent them from responding to it quickly. 
“In the second place, a rapid increase in the public debt may produce 
fear of ultimate inflation. True, this fear is not likely to arise in de 
pressions of only moderate severity, but it is a real danger in extraor- 
dinarily severe depressions, particularly if the program of public 
works is not confined to the items which have been incorporated in a 
long-range plan but is of the market-supporting type. Under these cir- 
cumstances, the action of Congress in authorizing large outlays may 


be interpreted by the public as merely the beginning of a still larger 
spending spree. Whether the community is right or wrong in its fears js 
beside the point. The point is that a large public works program of 
more or less indefinite magnitude in the face of rapidly shrinking pub- 


lic revenues is likely to arouse fear of inflation. This is important be- 
cause the fear of inflation often has a deflationary effect. The fear of 
an inflation which will come, if at all, at an uncertain date in the future, 
may stimulate little immediate buying of commodities but it is likely to 
cause shifts from bonds to stocks and possibly some flight of capital. 
The depreciation in bonds may undermine confidence in the banks and 
produce a competitive pursuit of liquidity by them which makes them 
far more selective in granting accommodation and causes them to in- 
crease pressure on their slow accounts with the result that distress sell- 
ing is increased and prices are weakened. Under such market conditions 
the volume of spending by business enterprises is bound to drop. 
., Finally, and in the case of most depressions most important, is the 
~ effect of a program of public works upon the price structure. Obviously 
it is impossible to spend large sums upon put lic construction without 
affecting certain prices. Consequently, whether public works are in- 
tended to peg prices or not, they are a form of indirect price pegging. 
Indeed, the fact that the effect on prices is largely unintended and un- 
planned is itself a source of danger. At the beginning of this paper I 
emphasized the fact that depressions are reactions to maladjustments 
between supply and demand which involve maladjustments in price re 
lationships. Consequently, whether or not a program of public cor 
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struction aggravates or alleviates a depression depends upon whether 
it reduces or magnifies the original maladjustments in the price struc- 
ture. Now it does not necessarily follow that expenditures on public 
works will either increase or decrease maladjustments in price relation- 
ships, but it is highly probable that these expenditures will retard the 
very price changes which a revival of business requires. This is particu- 
larly true in case public construction is expanded on a large scale early 
in the depression. 

What are the reasons for this conclusion? Depressions are a result of 


the fact that managers find fewer opportunities to make money by 
changing methods or expanding operations. Business emerges from de- 
pression When managers discover a sufficient number of new ways to re- 
duce costs or to make money. Obviously this is very likely to require a 
drop in the cost of changing or expanding operations, particularly a 
drop in the cost of capital equipment and the Ipbor used to install it. 
But it is precisely the prices which determine “construction costs that 
are likely to be “pegged” by a large program of public building. This 
would be true even if the government bought everything at the lowest 
possible prices. It is even more true when the government makes some 
purchases at more or less arbitrary prices. This is well illustrated by 
the present public works program. The government is purchasing ma- 
terials at the lowest possible price, but it is buying labor, which repre- 
sents, of course, a large part of the total construction cost, at more 
or less arbitrary prices. In view of the fact that there is often no price 
for labor in the construction industry which may properly be regarded 
as a market price, the government is confronted with a difficult prob- 
lem in fixing wages on construction jobs. The government has set a 
scale for skilled labor of $1.00 an hour in the South, $1.10 in the Middle 
states, and $1.20 in the North for skilled labor. In the South, union 
men have been striking to get $.75 an hour. In many places in the North, 
wages of the building crafts, even during the height of the building 
boom in 1928-29, did not reach $1.20. Now in the midst of perhaps the 
worst depression in our history, the government is paying wages which 
exceed the boom rates in many communities.* 

As a matter of fact, however, I am not particularly alarmed at the 
probable effect of wages under the present public works program upon 
the revival of business. Fortunately the program has been initiated only 
after nearly four years of depression, after the prices of construction 
materials have had time to fall, after business men have had ample op- 
‘The rate of $1.20 an hour is often defended on the ground that Congress has limited 
the working hours on public works projects to thirty a week. If this be a justification 


for $1.20 an hour, let us be thankful that Congress did not limit the working week to 
fifteen hours which would presumably have justified a rate of $2.40 an hour. 
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portunities to discover many new ways of changing and enlarging they 
operations, and after a substantial shortage of some types of hous 
and equipment has developed. Consequently, although high wage rate 
on public works may discourage some private construction and even jp. 
terfere seriously with the provision of cheap housing, they are not likely 
to have a disastrous effect upon recovery. I do, however, wish to stress 
emphatically the danger of pegging building materials and labor by ap 
ambitious program of public works initiated early in a depression be 
fore these prices have had an opportunity to fall. By retarding a drop 
in the prices which must fall in order for change and growth on a larg 
scale to become profitable, a huge public construction program may 
seriously intensify and prolong the depression. The degree of harm js 
likely to be greatest, of course, following a boom, such as the last one, 
in which vigorous speculative expansion of private construction pushed 
up the prices of building labor and materials to high levels. For example, 
a large public works program in 1930, tending to peg building costs at 
1928-29 levels, would have been disastrous.‘ 


IV 
Much of the foregoing discussion, as I have been at pains to point 
out, has little bearing on the present program of the government be 
cause this program was not started until after business had turned the 
corner. But the present program does raise interesting and important 


questions. Up to the present moment only about $150,000,000 of an 
authorized $3,300,000,000 has been spent. A substantial part of the 
three billions cannot be spent in the immediate future. It is entirely 
possible, however, that within the next year business will experience 4 
revival as sharp and as sudden as that which occurred late in 1922 
and early in 1923. In that event, competition by the government for men 
and materials in large amounts might easily stimulate an expansion of 


credit and a rise in prices which could not easily be controlled. And 
yet the government could not stop construction without exposing many 
half-completed projects to ruin. In an economic system such as ours, 
which is subject to pronounced and unforeseeable changes, government 


fiscal policy needs to be subject to quick reversal. Programs of public 
works tend to tie the hands of the government in reversing its fiscal 
policy and hence to weaken its ability to control booms. To a substantial 
extent, no doubt, the engineers can plan public works so that gover 
ment expenditures can be temporarily reduced on short notice. This 


* Public works are often urged on the ground that they are needed to help the capital 
goods industries. In so fa ; they retard the resumption of private construction by 
pegging the prices of capital goods too high, their help to the capital-goods industries 
is temporary only. 
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is an economic consideration of importance which should be given great \, 
weight in selecting and planning projects. 


V 


In view of the difficulties and dangers connected with large expen- 
ditures on public construction, it is pertinent to compare them with 
another method of dealing with unemployment; namely, unemployment 
reserves. In three important respects unemployment reserves appear to 
be superior to public works—or at least to very large programs of 
public works.Min the first place, under most schemes of unemployment 
reserves the public credit is not ordinarily involved and the deflationary 
effects which accompany the fears concerning public credit are avoided. 
‘In the second place, the disbursc:nent of unemployment benefits does not 
peg the prices of capital goods and thus tend to make a resumption of 
change and growth unprofitable. On the contrary, it affects primarily 
the prices of consumers’ goods and, by supporting these prices, ac- 
celerates the time when a resumption of growth is advantageous. In the 
‘third place, the disbursement of unemployment benefits automatically 
diminishes as business improves. Hence there is no danger that these dis- 
point bursements will be an inflationary influence during periods of revival. 
nt be “In one important respect, however, public works appear to be superior 
od the to unemployment reserve plans of the type usually proposed. Public 
ortant works which are financed by borrowing or by using idle government bal- 
of a ances and which do not threaten public credit or raise construction costs 
of the too much may increase the total volume of spending in the community. 
atirely But when unemployment benefits are paid by selling bonds from the 
eee reserve funds, they probably have little or no effect upon the total 
1929 amount of spending. They simply transfer purchasing power from the 
.r men bond buyers to the unemployed. In fact, large bond sales by the un- 
Saw of employment reserve funds when the bond market is weak may cause 
|. And serious difficulties for the banks and for corporations with large matur- 
many ities to meet and thus may be a powerful deflationary influence. This 
ieee defect in unemployment reserve plans is serious and has received less at- 
nment tention than it deserves. Fortunately it can be removed by the simple 
public device of depositing the reserve funds in the Reserve banks instead of ° 
- fiscal investing them in government securities. In this way a real transfer 
antial of purchasing power from periods of boom to periods of depression will 
overn- be effected. In addition, a powerful and automatic brake will be ap- 
_ This plied to the expansion of credit in times of boom and strong support 
will be given to the bond market during times of depression. Operated 
aot in this way unemployment reserves are superior to public works in every 
dust ries respect except possibly one. Public works create jobs directly as well 
as indirectly. Unemployment reserves do so only indirectly. 
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VI 


In conclusion, let me summarize some of the results of the preceding 
analysis and make explicit several questions which it seems to raise 
To begin with, there stands out the extreme difficulty of stabilizing ay 
economy which is conducted for profit and in which the demand for good; 
depends in large measure upon the rate at wnich business men discover 
new ways of making money. In such an economy private spending is 
bound to fluctuate violently. In view of the many obstacles to using 
public spending to offset fluctuations in private spending, the achieve 
ment of stability must depend upon success in greatly reducing the 
fluctuations in private spending. For example, it would be folly to at- 
tempt to pledge public credit in sufficient volume to offset the enormous 
fluctuations in spending made possible by the present relatively un- 
controlled credit system. 

The analysis indicates that there is no sense in talking about public 
works in general terms because whether a program of public construc- 
tion does more good than harm depends upon how it is planned and 
executed and under what conditions it is applied. Public works ar 
subject to the important limitation that they support markets but do 
not remove the fundamental maladjustments which precipitate depres- 
sions. And, although I reject the view that unrestrained and uncontrolled 
liquidation is necessary to produce the price relationships which wil 
permit a revival of business, I stress the fact that attempts to support 
the market for capital goods may defeat their purpose by keeping up 
the very prices which must fall in order to make a resumption of growth 
profitable. The danger is particularly great in case the public works 
program is of large magnitude and is started early in the depression. 
For this reason, as well as to avoid the deflationary effects which fol- 
low from fear of inflation, I conclude that public works programs of ihe 
long-range planning type, constructed on the basis of the ability and 
willingness of the community to bear the cost, are preferable to pro- 
grams of the market-supporting type and that the construction of 
public works should not begin until the prices of capital goods have had 
an opportunity to fall. Indeed, public works might be used to induce 
prompter fall in these prices. The government might predicate its will- 
ingness to expand construction by a given amount upon the willingness 
of building labor and producers of material to accept a given reduction 
in their prices. 

These conclusions point to the further conclusion that public works 
are least valuable precisely when they are needed most. They may be 
of great help in accelerating the revival of business—when they are 
least needed—but they are of little use in the early stages of the de 
pression when things are going from bad to worse. They may be of 
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considerable help in mitigating depressions of moderate severity, but 
they are of little or no help in halting a drastic decline. For example, 
even a very large program of public construction would not have halted 
the avalanche of world deflation in 1981 and early in 1932, and, by un- 
dermining public credit, it might easily have added to the avalanche. 
Since public works are so obviously insufficient to meet the problems of 
depression, something else is needed. Unemployment reserves on a nation- 
wide basis would help, provided the financial administration were wise. 
They would be particularly useful in the early stages of depression when 
public works cannot be wisely initiated, but they would not be enough. 
Perhaps the only way to introduce reasonable stability into buying is 
to socialize a few major industries which are large consumers of capital 
goods. But this would not solve the problem if it resulted in too much 
support to the prices of capital goods—the very thing which needs to be 
avoided. Perhaps help would be derived from a constant tax on all indus- 
tries to subsidize the production of capital goods during depressions. Or 
perhaps we should discard this industrial system which throws millions of 
men out of work whenever business managers have difficulty in discovering 
enough new ways to make money and should construct one which does 
not require the prospect of profit to keep it going. This may sound like 
a counsel of despair, but I confess a growing difficulty in seeing how 
a profit system can be satisfactorily controlled for the simple reason 
that the prospects for profit cannot be controlled. 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICAN 
ECONOMIC ASSOCIATION, HELD IN PHILADELPHIA, 
PENNSYLVANIA, DECEMBER 27-29, 1933 


The first business meeting of the American Economic Association was held 
at 9:00 a.m., December 28, 1933, in the Benjamin Franklin Hotel, Philadel. 
phia, Pennsylvania, with Vice-President Usher presiding. 

The minutes of the meeting of December 81, 1932, were approved 4s 
printed in the Proceedings of the Forty-fifth Annual Meeting, pp. 172-78, 

The following reports of officers were read and approved: 

(1) The Secretary. (See p. 191.) 

(2) The Auditor, Mr. Deibler for Frank E. Kohler of Frank E. Kohler 
and Company. (See p. 198 

(8) The Treasurer. (See p. 197.) 

(4) The Managing Editor. (See p. 203.) 

(5) The Finance Committee, Mr. Deibler, for Mr. C. H. Crennan, Chair- 
man. (See p. 205.) 

The following report from the Encyclopaedia of the Social Sciences was 
submitted by Professor E. R. A. Seligman and accepted for the records: 


It is with the greatest satisfaction that the editor-in-chief of the Encyclopaedia of 
the Social Sciences is able to report that the completion of the enterprise is now as- 
sured. After many protracted conferences with our supporters, and especially the 
Rockefeller Foundation and the Carnegie Corporation, we were able to secure a grant 


of funds which, with a great deal of sacrifice on the part of our editorial and office 
force, will ensure the completion of the work. 

Volume 12 will appear in the near future and the remaining three volumes are suff- 
ciently advanced to permit of the confident expectation that they will be published at 
approximately three month intervals. All of the articles for the three final volumes 
have been assigned. The comprehensive index is well under way. 

Next year when the final report is presented, full figures will be given, but it is worth 
while to emphasize even now that although the enterprise will have cost almost double 
of the original estimate of $650,000, the character of the work and the punctuality with 
which we have fulfilled all our promises have been able to secure for us the liberal and 
continued support of our benefactors. 


Dr. E. E. Day read a report from the Joint Census Advisory Committee. 
The report was approved and ordered printed as part of the records. (See 
p. 207.) 

Professor Walter F. Willcox made an oral report as representative to the 
American Council of Learned Societies. The membership is referred to the 
printed report of the activities of the American Council of Learned Societies, 
which is published by that Association. The report was accepted. 

Professor H. A. Millis submitted the following report from the Committee 
on Electoral Procedure 

This Committee was set up as a result of a resolution presented, with 127 signatures, 
at the Cincinnati meeting (see American Economie Review, Supplement, March, 1933, 
pp. 178-74). The resolution contained a specific plan for selecting the Association's 
officers and the members of its several committees. The decision finally arrived at when 
the issue was discussed is contained in the following minute (see American Economic 
Review, Supplement, March, 1933, p. 174): 


“That the President in consultation with the Executive Committee appoint a com- 
mittee on electoral procedure, consisting of three members. 

“That this committee be instructed as follows: 

“(1) To put the plan outlined in the petition in form for submission in a referendum. 
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“(2) If it shall see fit, to prepare an alternative plan or plans of procedure for the 

selection of officers for submission in referendum, 

“(3) To prepare such exhibit as may be useful to intelligent voting on the ref- 
endum. 

(4) To report early in 1933 to the Executive Committee and that the Executive 

Committee on receipt of such report, shall arrange to conduct a referendum by mail.” 
‘The members of the Committee exchanged letters and opinions in addition to holding 

meetings. Working in this way it evolved an alternative plan of electoral procedure 

which differed in several respects from the plan contained in the resolution presented 

at last year’s meeting. This plan the mover of that resolution accepted as a better one 

than the one he had presented. Hence the new plan was substituted for his and pre- 


CAN 


3. sented, along with the plan the Association has had in operation, for the mail vote to be 
taken by you. The instruction under which we acted seemed to require that the vote 
should be upon plans in their entirety. Hence no opportunity was given for voting on 
the different parts of the two plans. 

ohler Marked ballots were returned in the number of 732*. The canvass showed that of 
these, 3887 were for the new, 345 for the old plan. 

Several ballots carried comments and explanations of preference recorded. In addi- 
tion, a number of letters were received. These notes and letters show a number of things 
of interest to you and to the membership of the Association. First of all, they show 

hair- chat some members did not vote because, with the proposal to classify the membership, 
they felt that they would be passing upon their own place in the Association. Next, 
they indicate little thought that the present procedure cannot be improved upon. Again, 

) Was ihey show, by a few members, warm approval of the “new plan,” with its proposed 

ords: membership classification and other details. Finally, and outstandingly, they reveal a 

ow considerable reaction against the proposed classification of the membership—but 

lia of evidently little against other changes proposed in the “new plan.” 

W as- The proposal to classify the membership was inserted in the “new plan” for a number 

y the of reasons, but chiefly because it would meet the position taken by a number of mem- 

grant bers who last year declined to sign the resolution offered at Cincinnati. The vote taken 

office does not show the pom | of the membership with regard to this point which some, as 
we have indicated, consider important. Only notes and letters do so. What they show 

- sufi- has been stated above in most general terms. For your information, we note the 

ied at grounds for the opposition expressed. 

lumes Some of the members, occupied as they are, object to being “demoted” to non- 
professional standing. Others object because of the change in class called for with 

worth change in character of employment. Then, there is the view that if classification is to 

louble be made, the rule laid down for automatic classification as “professional” is not satis- 

y with factory. A number state that some of the best economists would have to be elected by 

and you, and they do not think this a satisfactory way for completing the classification. 
One member says it is discriminatory against high school teachers; another says it is 

ittee undemocratic and would set up a class of “Brahmins”; and still another says that there 
poy are other degrees as valuable as that of Ph.D. Several members state that the pro- 

(See posed classification would discriminate against young men who have not yet attained 
the doctorate, a group the Association has always sought to have become associated 

sailiin with it. A relatively large number fear loss of membership in the Association with vot- 
ing limited to the “professional” class. A few fear dissension. Finally, one or more are 

o the of the opinion that it is unfair to apply a limiting rule to those who have already be- 

eties, come members. 


We may add that only one or two members, in their comments, have protested voting 
by mail. A past-president, however, takes the position that only those who show their 
interest by attending the business meetings should have an opportunity to vote. He 
expresses the further opinion that any change from the present procedure would 
permit politics and the like to enter. 


tures, Inasmuch as a majority of those voting have expressed a preference for Plan II, we 
1938, append a statement of how the by-laws might be changed in order to make Plan II 
~~ sa effective. Of course the acceptance of any new plan rests with the membership voting 
w 


in the business meeting of the Association. 
Respectfully submitted, 
M. A. CopeLanp 
F. S. Derter 
H. A. Mius, Chairman 


* Not including four ballots forwarded after December 10. Two of these were for the 
old plan, two for the new. 
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Svuccrestep CHANGES IN THE By-LAws oF THE AMERICAN Economic AssociaTiox 


Ill, OFFICERS 


The Association shall have the following officers who shall be elective officers; 4 
President, two Vice-Presidents, six elected members of the Executive Committee, three 
representatives on the Social Science Research Council, and two representatives op 
the American Council of Learned Societies. The terms of office of the President and 
Vice-Presidents shall each be one year. The terms of office of the six elected member; 


of the Executive Committee and of the three representatives on the Social Scienc 
Research Council shall each be three years, two of the six terms of the six elected . 
members of the Executive Committee and one of the three terms of the three repre. 
sentatives on the Social Science Research Council to expire each year. The terms of I 
office of the two representatives on the American Council of Learned Societies shal} 
each be four years, and one of these terms shall expire each second year. Each regular 
term of office shall coincide with a calendar year or a multiple thereof. 

As early in each year as practicable, the President of the Association shall appoint 
a Nominating Committee, consisting of a former president, as chairman, and not less 


than five other members of the Association. The names of the Committee shall be 
published in the March or June issue of the American Economic Review with an in- 


vitation to the general membership that suggestions of nominees for the various 
offices be sent to the chairman of the Committee. The Nominating Committee shall be 
instructed to present to the Secretary of the Association on or before October 1 of 
each year two or more nominations for each elective office to be filled, the nominees 
being members of the Association. 

Elective officers shall be chosen through elections to be held during the last two 
months of the term of office of his predecessor. Each member shall be given the op- 
portunity to vote by mail. The results of the election shall be certified and announced 
by the Secretary at the annual business meeting. 

The Association shall have the following officers who shall be appointed by the 
Executive Committee: A Secretary, a Treasurer, a Managing Editor, and a Counsel. 
The terms of office of each of these officers shall be three calendar years. The Manag- 


ing Editor shall, with the advice and consent of the Executive Committee, appoint 
members to an Editorial Board to assist him. The President may, at his discretion and 
with the advice and consent of the Executive Committee, appoint a Program Com- 
mittee. 

The Executive Committee shall consist of the President, the Vice-Presidents, the 
Secretary, the Treasurer, the Managing Editor, the three ex-Presidents who have 
last held office, and six elected members, provided that the Secretary, the Treasurer, 
and the Managing Editor shall not be entitled to vote in the Committee’s meetings. 


Professor Millis stated that owing to the feeling expressed by some of the 
members against the classification of members that was proposed in Plan II, 
the Committee on Electoral Procedure had, in the interest of general harmony, 
decided to withdraw this proposal from its report and the proposed amend- 
ments to the by-laws had been prepared with this feature eliminated. 

After brief discussion, the report and the proposed amendments were 
ordered put on the agenda for action at the business meeting to be held 
Friday, December 29, 1933. 

Vice-President Usher appointed Professors Arthur Cole, of Harvard Uni- 
versity, Frank W. Fetter, of Princeton University, and Harry D. Gideonse, 
of the University of Chicago, as a Committee on Resolutions. 

Adjourned. 


The second business meeting of the American Economic Association was 
held at 9:00 a.m., December 29, 1933, in the Benjamin Franklin Hotel, with 
Vice-President Usher presiding. 

The minutes of the meeting of December 28, 1933, were read and ay,proved. 
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Professor A. B. Wolfe presented a report from the Social Science Research 
Council. (See p. 209.) The report was approved. 

Professor A. B. Wolfe made a report of progress for the Committee on 
Research. The report was accepted and the Committee continued. 

Professor J. F. Ebersole made a report of progress for the Joint Com- 
mittee on Statistics of Income. The report was accepted and the Committee 
continued. 

The report of the Committee on Electoral Procedure with proposed amend- 
ments to the by-laws was called up for action. A statement was made that the 
report with the amendments had been presented to the Executive Committee 
and that the Executive Committee had approved the amendments and that 
these were now regularly before the business meeting of the Association for 
adoption in accordance with the provisions of the by-laws for the adoption of 
amendments. 

After considerable debate and explanations, it was moved by Professor 
Morris Copeland that the amendments be adopted. A rising vote was taken, 
with the result that 52 voted in favor and 15 against the motion. The amend- 
ments were declared adopted. 

A proposal was made that since we are approaching the fiftieth anniversary 
of the founding of the American Economic Association a special classification 
be made of those members who had been affiliated with the Association for 
fifty years. The question was referred to the Executive Committee for action 
by a rising vote of 27 to 13. 

The following report of the Committee on Resolutions was read: 


Wuereas, The success of a convention depends in no small measure upon elements 
which, though frequently taken for granted by the participants, are nevertheless vital, 
namely, effective preliminary preparation, and adequate hotel accommodations; and 

Wuereas, The visiting delegates to the Philadelphia Convention of December twenty- 
seventh » December twenty-ninth, 1933, desire to make public acknowledgment of 
their indebtedne.s to those who have been primarily responsible for the excellence of 
the program and facilities which the delegates have been fortunate to enjoy; therefore 
be it 

Resolved, That the Secretary tender to Dr. S. H. Patterson, of the University of 
Pennsylvania, chairman of the Committee on Local Arrangements, and to his associates, 
the warm appreciation and sincere thanks of the officers and members of the American 
Economie Association for their manifold labors in preparing for our convention; and 
be it further 

Resolved, That, in like manner, an expression of the gratitude of the Association be 
conveyed to our President, and to the members of the Program Committee, and the 
other officers of the Association, for their contributions to the success of this year’s 
program; and be it further 

Resolved, That we extend to Mr. Frank Devine, chairman of the Philadelphia Con- 
vention Bureau, our thanks for his special efforts to make our visit to his city pleasant 
and comfortable; and be it further 

Resolved, That our thanks be extended also to the management of the Benjamin 
Franklin for its friendly co-operation in arranging for the necessary physical facilities 


for our meetings, and to the local press for the generous publicity accorded our dis- 
cussions, 


The resolutions were read and the Secretary was instructed to send copies 
in accordance with the instructions contained therein. 
It was moved and carried that the Resolutions Committee be requested to 


| 
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prepare an appropriate minute in recognition of the deaths of the three past 
presidents who passed away during 19838. (See p. 212.) 
Professor Francis Tyson reported for the Nominating Committee the fo}. 


lowing list of nominations: 


For President: Harry A. Millis, University of Chicago. 


For Vice-Presidents: Fred R. Fairchild, Yale University; Leonard Ayers, 
Cleveland Trust Company F 

For Secretary-Treasurer: F. S. Deibler, Northwestern University. 

For Managing Editor: Davis R. Dewey, Massachusetts Institute of Tech- 
nology. 

For Members of the Executive Committee: James Bonbright, Columbis 


University; John H. Williams, Harvard University. 
For Members of the Editorial Board: Roy Blakey, University of Minne- 


sota; H. H. Prestor Unive rsity of Washington. 

For Representative to the Social Science Research Council: Alvin H. 
Hansen, University of Minnesota. 

For Member of the Program Committee: Joseph Willits, University of 
Pennsylvania. 

There being no additional nominations, the Secretary was instructed to 
cast a ballot, and the nominees were declared duly elected. 

Adjourned. 
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REPORT OF THE SECRETARY OF THE AMERICAN ECONOMIC 
ASSOCIATION FOR THE YEAR ENDING DECEMBER 13, 1933 


In order to record all of the activities of the Association for the year just 
closed, I am including the minutes of all meetings of the Executive Com- 
mittee held within the year. 


(1) Minutes of the first meeting of the 1988 Executive Committee: 


The fi.st meeting of the Executive Committee of the American Economic Association 
for the year 19383 was held in the Harvard Club, New York City, April 15, 1933, at 
10:00 a.m. There were present: Vice-President Walter W. Stewart, presiding, and 
Messrs. Barnett, Deibler, Dewey, Hammond, Ise, McCabe, Mitchell, Tucker, and Wol- 
man. 

Voted: To appropriate the sum of two hundred dollars to defray the expenses of 
representatives on the Joint Committee on Statistics of Income. 

Voted: That any further appropriations for this project should await a definite 
proposal from the Committee. 

Voted: That H. A. Millis, chairman, Morris Copeland, and F. S. Deibler be ap- 
pointed a Committee on Electoral Procedure as provided by the adoption of Professor 
Copeland’s resolution at the last annual meeting. Cf. Proceedings (1982), pp. 173-4. 

Voted: That A. B. Wolfe, chairman, Max Handman, and H. A. Millis be apponted 
as a permanent Committee on Research. 

At the last annual meeting, a proposal was presented to form an interassociation 
committee for the purpose of making recommendation of properly qualified persons 
for scientific positions in governmental service. The Joint Census Advisory Committee 
was instructed to act for the Association in this matter. After hearing a report from 
the members on the Joint Census Advisory Committee, the Executive Committee voted 
to approve the action taken by their members in not participating in an interassociation 
committee for recommending persons to government appointments, and to regard this 
interpretation of the resolution as in accord with the policy of this Association. 

Voted: To approve the suggestion that a special committee be appointed to develop 
plans for and to supervise an essay contest among undergraduates in American col- 
leges and universities. 

Voted: That Professor Davis R. Dewey be appointed chairman of this committee 
and that he be authorized to select a committee of five members to work with him on 
this project. 

Veted: To appoint Professors James Bonbright, George W. Dowrie, Alvin H. Han- 
sen, C. T. Murchison, and Francis Tyson to complete the Nominating Committee. 

Voted: That, under the present circumstances, the Secretary be instructed to assume 
the responsibility of developing, in conjunction with the Program Committee, the pro- 
gram for the next annual meeting and that he be authorized to appoint an additional 
member to the Program Committee. 

Voted: To elect Abbott Payson Usher as vice-president to fill the vacancy of Profes- 
sor H. L. Moore. 

Voted: To elect W. F. Willcox as representative to the American Council of Learned 
Societies, his term to expire in 1936. 

Voted: To approve the selection of Philadelphia as the place for holding the 1933 
meeting of the Association. 

Voted: To hold the next annual meeting on December 27, 28, and 29, 1933. 

Voted: To appoint Professor S. H. Patterson representative on the Committee on 
Local Arrangements. 

_The Treasurer made the following report on the financial operations of the Associa- 
tion up to March 81, 19838. 


On recommendation of the Finance Committee, the following securities were sold: 


Par Cost Realized 
Northern Pacific Railway 8,000 2,895.00 2,065.80 
Sinclair Crude Oil (called) ............-....00- 1,000 1,032.50 1,015.00 


$6,000 $6,172.00 $4,278.00 
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This represents a loss of $1,893.50 in the capital account of the Association. Th. 
membership count as of March 31 showed a loss of 127 members from the beginnin 
of the year. The income of the Association at March 31, 1933, is $2,054.98 less than that 
of the same date in 1932. To offset this loss of income, the following economies haye 


been made. The substitu 1 of a full sulphide paper for the 30 to 40 per cent rag 
paper that has been used in the past will yield a saving of at least $400.00 on our 
printing bill. There has | 1 saving of $578.00 on the Proceedings due to the differ. 
ence in size. The cost of t! nual meeting will be about $175.00 less than in 1981. The 
amount of advertising in the March, 1933, Review is $86.00 more than a year ago. There 
will be some additional savings on the composition due to a difference in the schedulin 
of material. The total estimated savings over the 1932 figures are about $1,240.00, If 
these savings are realized, they will reduce the effect of the loss of income and leave a 
difference of only $815.00. This sum will be increased by the expense of the Handbook 
which will cost about $500.00. Since we closed the last fiscal year with a net surplus of 
$1,656.00, it would seem that unless the loss of income for the remainder of the year 
becomes much larger than present estimates, the income of the Association should be 
sufficient to cover the operating expenses. The office is carrying on an active campaign 
to keep up the membership which was not done last year. Additional efforts will be 


made to increase the advertising income. 

The Committee approved the report. 

The Committee then discussed at length the plans for the program for the next 
annual meeting. 


Adjourned 


(2) Minutes of the second meeting of the 1933 Executive Committee: 


The second meeting of the Executive Committee of the American Economic Associa- 


tion for the year 1933 was held in the Benjamin Franklin Hotel, Philadelphia, Penn- 

sylvania, December 27, at 5:00 p.a. There were present: Vice-President Usher, pre- 

siding, and Messrs. Barnett, Deibler, Dewey, McCabe, Mitchell, and Tucker. 
Voted: To approve the following actions taken by mail: 


1. An appropriation covering the traveling expenses of M. A. Copeland for attend- 
ing a meeting of the Committee on Electoral Procedure. 

2. An appropriation for the purchase of the paper supply for the 1934 Review. 

8. Approval of the report drawn by the Committee on Electoral Procedure as 
appropriate in form to be submitted to referendum of the membership. 


Voted: That the appointment of Leo Wolman as a member of the Joint Census Ad- 
visory Committee be ratified 

Voted: To reappoint George E. Barnett on the Joint Census Advisory Committee 
for a period of three years 

H. A. Millis and Morris Copeland were present and reported the results of the ref- 
erendum ballot in reference to the change in method of electing the officers of the 
Association. The total number of votes cast was 732, of which 387 were for Plan II 
(the new plan) and 345 were for the present plan. Since there was such strong oppo- 
sition expressed by some members of the Association to the proposed classification of 
the membership contained in Plan II, the Committee, on its own responsibility, agreed 
to strike this clause from the proposed change in election procedure. 

The Committee submitted proposed amendments to the by-laws, incorporating the 
proposed changes of election procedure in a form suitable for adoption. Cf. p. 188. 

Voted: That the Executive Committee approve the amendments to the by-laws pre- 
pared by the Committee on Electoral Procedure and that these amendments be sub- 
mitted to the regular annual meeting of the Association to be held Friday morning, 
December 29, 1983. 


Adjourned, to meet December 28, 1983, at 5:00 p.m. 


The adjourned meeti: f the Executive Committee of the American Economic 
Association was held in the Benjamin Franklin Hotel, Philadelphia, Pennsylvania, 
December 28, 1933, at 5:00 p.m 

There were present: Vice-President Usher, presiding, and Messrs. Barnett, Deibler, 
Dewey, McCabe, Mitchell, and Tucker. 

The following petition signed by 94 persons (87 of whom were not members of the 


Association) was submitted to the Executive Committee: 
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To rue Executive COMMITTEE, 
\ywerican Economic Association. 


We, the undersigned, seek action which will permit the organization of regional 
groups under the general control and guidance of the American Economic Associa- 

n. 
wat the time of the establishment of the American Economic Association and for 
many years thereafter the membership was small; furthermore, there was a relativel 
high degree of concentration, geographically, of the active membership. Under nie | 
conditions a single annual meeting, held in some city upon or near the Atlantic sea- 
poard or at some point in the East North Central States, provided for that “meeting 
of minds” and clash of opinion, the desire for which prompted such annual meeting. 

With the passage of years, however, the situation has chan sharply. The number 
of those interested in the work of the Association has inc greatly, with the result 
that the number attending annual meetings is frequently so large as to imperil the 
fundamental purpose of gathering—doubly so, because, the more interesting the 
subject under discussion at a particular session, the greater the attendance of nonmem- 
vers. Active and spontaneous participation has, in consequence, been reduced. Also the 
geographical distribution of membership is now so wide that it is impossible for the 
Association, through a single annual mee*ing, to render an adequate service to all— 
or to appeal to many prospective members whose location precludes regular attend- 
ance at this single annual meeting; teachers of economics in large areas are almost 
wholly deprived of the intellectual contact afforded by this one holiday gathering— 
and, with reductions in salaries, attendance will be made difficult for many others. 

This situation is one for which we believe an ——- remedy is the organization 
of regional associations. It is not our desire to substitute such regional groups for the 
national; rather, we believe they should be co-ordinated with it, each group offering 
programs in consonance with the interests and desires of the clientele served. While 
the time of meeting, the character of the program, and many other details will need 
to be worked out with care, these suggestions are offered as indicative of what may b_ 
done: 

1. Time of Meeting: During the spring months, perhaps at the Easter period. 

2. Character of Program: Reduction of formal papers to a minimum and more effec- 
tive use of the round table, this plan offering greater possibilities because of smaller 
attendance. 

3. Expenses: These could be held at a low level by putting the work of the regional 
organization upon a relatively informal basis, with costs met by a modest registration 
fee paid by each person in attendance. 

4. Publication of Proceedings: Since the sessions themselves will be less formal, the 
occasion for publication will be less. Meritorious papers that come from these regional 
meetings will tend to find a place in one or another of the economic journals of the 
United States. 

Through such regional meetings it is believed that constructive thought upon vital 
questions can be furthered, that interest in the American Economic Association can 
ve stirred in many who are now isolated entirely or for unduly long periods from its 
meetings, and that enthusiasm for research can be both quickened and extended. 

In this connection we desire to emphasize that our interest in regional associations in 
nowise indicates indifference toward meetings of the national Association at points 
which effectively serve the Middle West; on the contrary, we urge the desirability of 
scheduling alternate annual meetings in the Middle West. When an annual meeting is 
so scheduled, the regional meeting may advantageously be held at a city located to serve 
an outlying area, 

To the end, therefore, that such regional organizations may be perfected at the 
pleasure of the Association members in particular areas and that these regional groups 
may function the more effectively because of experienced guidance, we, the under- 
signed, urge that the Executive Committee prepare an amendment to the by-laws of 
the American Economic Association, to be submitted at the Philadelphia meeting, 
this amendment to permit the organization of regional groups within the national Asso- 
ciation and to empower the officers of that Association to co-operate with, and foster, 
the work of such regional bodies. 

We believe that the development of regional organizations, as herein proposed, will 
be of great benefit to large numbers with an active interest in the field of economics. 
Further, we are convinced that the long-time interests of the American Economic 
Association will be advanced by the improved service thus accorded its membership. 

(Signed) Date Yoner, et al 
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A letter making a similar proposal was received from Professor James B. Trant, 
of the Louisiana State University, and considered along with this petition. 

Voted: ‘hat the Executive Committee views with sympathy the formation of re. 
gional or sectional organizations and will welcome, with the view to authorization, any 
plans for such organizations. 

Voted: That the Secretary be authorized to cast the ballot of the Association ip 
selecting the place for holding the next annual meeting, preference being given to 
Chicago. 

Voted: To authorize advertising in connection with the reprinting of Defoe’s Th, 
hKeview, 

Voted: To set aside, for purposes of experimentation, two round tables to be or- 
ganized along the lines of the proposal contained in the letter (December 18, 1933) 
from Professor H. A. Millis. 


Adjourned. 


(3) Minutes of the third meeting of the 1933 Executive Committee: 


The third meeting of the Executive Committee of the American Economic Asso- 
ciation for the year 1933 was held in the Benjamin Franklin Hotel, Philadelphia, Penn- 
sylvania, December 29, at 12:00 m. There were present: Vice-President Usher, presid- 
ing, and Messrs. Barnett, Deibler, Dewey, McCabe, Millis, Mitchell, and Tucker. 

Voted: To approve the request ot Professor Lionel Robbins, of the London School 
of Economics, to enter into arrangements to offer subscriptions to Economica at re- 
duced rates to the members of the American Economic Association. 

Voted: To authorize the Secretary of the Association to write the Secretary of 
State, reaffirming the position taken by the Association in respect to the subject of 
international copyright. 

Voted: That the particular proposal made by George Allen and Unwin, Ltd., London, 


concerning the publication of an American edition of Economic Essays in Honour of 
Gustav Cassel was one that the Association could not undertake, but that the Secre- 
tary be instructed to convey the oe that arrangements might be made with some 
university press in America to publish an American edition, in which case the Associa- 
tion would be glad to make arrangements for offering the volume to the membership 


of the Association at special rates. 

Voted: To appoint C. H. Crennan, chairman, George B. Roberts, and F. S. Deibler, 
the Finance Committee for the year 1934. 

Voted: To appoint John E. Walker counsel for the year 1934, 

Voted: To instruct the Secretary to communicate with Stephen Duggan, director 
of the Institute of International Education, that the Executive Committee of the Amer- 
ican Economic Association was unanimous in its approval of the Resolution on 
Academic Freedom and to point out that this stand for freedom of research has been 
part of the policy of this Association since its formation in 1885. 

Adjourned. 


The office of the Secretary has carried on the regular business of the As- 
sociation during the current year, including the editing of the Proceedings, 
which were published as a supplement of the March, 19838, issue of the 
Review. The Handbook was prepared and published as a supplement of the 
June, 1933, issue of the Review. 

Owing to the illness of President William Z. Ripley, the Executive Com- 
mittee authorized the Secretary to assume general charge of the preparation 
of the program of the annual meeting. 

The following appointments were made during the year: 


Nominating Committee: 


F. A. Fetter, Chairman Alvin H. Hansen 
James Bonbright C. T. Murchison 
George W. Dowrie Francis Tyson 


Vice-Preside nt: 

Albert Payson Usher, to fill vacancy 
Auditing Committee: 

Frank E. Kohler and Company 
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Prant, Representatives to American Academy of Political and Social Sci- 
of re- ence: 
ly any Horace R. Barnes 
ion in John F. Bell 
en to Herbert M. Diamond 
rh, Committee on Electoral Procedure: 
aon H. A. Millis, Chairman 
Morris Copeland 
1933) F. S. Deibler 
ned. Finance Committee: 
C. H. Crennan, Chairman 
4 G. B. Roberts 
F. S. Deibler 
resid- Representative to anniversary celebration at Stevens Institute of 
logy: 
Technology 
at re J. Douglas Brown 
Representative at the laying of the corner stone of the New Build- 
ary of ing of the University of London: 
ect of 
O. M. W. Sprague 
ondon, Representative at annual meeting of American Home Economics 
Association: 
: some Miss Alice Belcher 
ao The following table shows the present status of the membership and the 
1 tee changes that have occurred during the year ending December 13, 1933, the 
eibler, date of closing the books of the Association: 
Total members and subscribers in December, 1982.................00seeeeecees 8627 
— Members removed in 19338: 
med. 
2139 
dings, 
Com- Total life members in December, 1938...............0-.eeeeeeeeee 58 
Total honorary members in December, 20 
ration 
887 
Total subscribers in December, 1988 1087 
Total members and subscribers in December, 1988.................. 8421 
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The net loss for the year was 206. This makes a total loss during the last 
two years of 860, which brings the number of members and subscribers 
to the 1924 total. This loss of membership has naturally reduced the income 
of the Association materially, and if it continues will soon restrict the activities 
of the Association. 

During the year this office has devoted more time and energy to soliciting 
members, and it is of interest that the number of new members and of re- 
instatements during November and December has been very encouraging 
There have been 85 new members added and 81 old members reinstated in 
these two months. 

The Secretary takes this opportunity of acknowledging his appreciation 
of the co-operation of the many members who have made nominations for 
membership, and expresses the hope that this aid will be continued during 
the coming year. 


We regretfully report that during the year we have been notified of the 
deaths of the following members, and that we have had to remove their names 
from the active membership list: 

Tuomas Sewatt ADAMS Crorce R. Howp 

Freperick Russert Donatp 

W. Brapy Ottver P. Krxsey (Life Member) 
Rosert S. Brooxrncs J. Lavrence LAvuGHim 

Georce CatTor Grorck McLean 

J. H. Corron ArtHour J. Mason 

Henry Watcorr Farnam (Life Member) A. C. PLEYDELL 

Artruor S. Fietp Mrs. JANE Bawncrorr Ropinson (Life 
Ciark FisHEr Member) 

F. Fox C. ScHLurer 

A1GERNON S. FRIssevi Aveustus SMITH 

Tuomas Grsson DeCourcy Wricut Tuom (Life Member) 
MatrHew Brown Hammond Georce P. 

Georce W. Hargis Natuawn Austin Weston 


Grorce E. Hotmes 


Respectfully submitted, 
F. S. Dersuier, Secretary 
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REPORT OF THE TREASURER OF THE ASSOCIATION FOR 
THE YEAR ENDING DECEMBER 13, 1933 


The members of the Association are referred to the report of the Auditor 
for a statement of the financial condition of the Association at the date of 
the audit. The assets and liabilities of the Association are shown in Exhibit I. 
The income and expenditures appear in Exhibit II. 

The total assets, as shown in the Auditor’s report, now amount to 
$46,275.30, which represents a loss of $1,222.70 during the year. This loss 
is accounted for by the loss of $1,894.00 on securities sold on the recom- 
mendation of your Finance Committee. The value of the assets carries the 
investment list at cost, which is $5,894.18 above their present market value, 
which represents a slight improvement during the year. The unsold copies 
of Economic Essays are also included in the assets at their cost, which 
amounts to $1,214.40. The stock of unsold copies of other past publications, 
however, does not appear as a part of the assets of the Association, as these 
have been charged off yearly as a part of the printing costs for the year. 
The Association receives regularly a substantial income from the sales of 
these publications. During the last five years this sum has averaged $668.00 
per year. 

The total receipts, including dues, interest, advertising, sales, and miscel- 
laneous items, amounted to $19,902.74, or $1,886.10 less than for the year 
1932, and $2,464.37 less than for the year 1931. The net income from dues 
was $863.85 less than for the year 1932, which in turn showed a decline of 
$782.09 as compared with the year 1931. In other words, the income from 
dues in 1933 was $1,645.94 below the receipts from dues in 1931. These 
figures portray the main source of the loss of income which the Association 
has experienced. 

Notwithstanding the loss of income, the Association has been able to re- 
duce its operating expenses sufficiently to offset this loss. In fact there was 
an operating surplus of $1,094.58 for the present year. The accounts show 
a deficit of $799.42, but this figure includes the loss of $1,894.00 arising 
from the sale of securities. In addition there was an overpayment of $134.00 
last year by the Macmillan Company on the royalty account for the Economic 
Essays. This refund has increased the deficit this year by that amount. 

The paper stock for printing needs of the coming year was purchased in 
August, prior to the September advances in prices of paper. This advance 
purchase saved the Association $178.50 over the September paper prices. 

The investments of the Association have had the most careful scrutiny, 
and while the market value of the investment list is below its cost, there has 
not been a single default on interest or principal during the whole period of 
the depression. The Association has been exceedingly fortunate in having as 
representatives on the Finance Committee two such able financiers as C. H. 
Crennan, of the Continental National Bank of Chicago, and George B. Rob- 
erts, of the National City Bank of New York. These two gentlemen have 
given freely of their time in watching this account and the excellent show- 


ing is due to the personal interest that each has shown in the welfare of the 
Association. 
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It will be necessary to watch both the income and expenditures of the 
Association during the coming year, in order to carry the activities on the 
present level. With the active co-operation of the membership in nominating 


new members, the income of the Association can be maintained and the same 
service can be rendered by the Association to its membership. 
Respectfully submitted, 
F. S. Deisuer, Treasurer 


REPORT OF THE AUDITOR 
December 18, 1983, 
Executive Committee, 
American Economic Association, Inc., 
Evanston, Illinois. 


GENTLEMEN: 


We submit herewith our report on the audit of the books and records of 
the American Economic Association, Inc., for the year ending December 13, 
1933, together with the following financial statements: 

Exhibit Number 
Balance sheet—December 13, 1933 I 
Statement of income and expense—Year ending December 18, 
1933 II 


Results from Operations 
For the year ending December 13, 1933, a net loss of $799.42 was sus- 
tained. By eliminating loss of $1,894.00 on sales of bonds, operations of 
the current year resulted in a net income of $1,094.58 as compared with a 


net income of $1,656.11 for the prior period. A comparison of condensed 
statements of income and expense for the years 1982 and 1938 follows: 
Year ending Increase 
December December or 
15, 1932 18,1933 Decrease 
rs 
Income from— 
Interest on bond | bank balances and dividends 
2,151.20 1,923.14 228.06 
Loss on sales of | 1,894.00 1,894.0! 
Economic Essay 
Royalties .. ae 15.62 9.67 5.95 
Overpayment of 1932 1 Ities . 134.00 134.00 268.00 
Expenses and costs 
Administrative and other operating expenses....8 5,957.48 $ 5,493.08 $ 464.40 
Publication costs wes 18,675.30 18,287.33 887.9 
Publication tmcome ..... 6,230.00 6,185.08 44.92 
Total expenses and costs $18,402.78 $12,595.28 807.45 


Net income $1,656.11 799.42 $2,455.58 
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The number of members and subscribers on December 138, 1933, totalled 
3.421 and on December 15, 1932, 3,627, a net loss of 206 members and sub- 
scribers. 

Analysis of the loss on sales of bonds follows: 

Selling 
Issue Par Cost Price Loss 


Northern Pacific Railway Company refunding 

and improvement “B” 6’s due 7/1/2047 ....$38,000.00 $2,895.00 $2,085.80 $ 809.20 
Great Northern Railway Company general 

mortgage “A” 7’s of 7/1/86 .........0+00- 2,000.00 2,244.50 1,177.20 1,067.80 
Sinclair Crude Oil Purchasing Company 10- 

year “A” 5%’s of 1/1/88 (called at 


$6,000.00 $6,172.00 $4,278.00 $1,894.00 


The reduction in administrative and other operating expenses is due pri- 
marily to the decrease of $441.10 in annual meeting and committee expenses. 

Net publication expense for 1933 of $7,102.25, including cost of the Hand- 
book, compares favorably with net expense of $7,445.30 for the prior year. 
A comparison of publication income and expense follows: 


Particulars Year Budget 
Income— 1932 1933 for 1933 

Subscriptions, other than from members...... $ 5,017.81 $ 4,895.17 

Sales of 608.54 487.66 

Expenses— 

Printing of— 

Other costs and expenses ............--+0++005 415.14 484.69 300.00 


The budget prepared by the editor for the year 1933 was based on 4,100 
copies; 4,000 copies of the first three issues of the Review were printed and 
3,700 copies of the December number, with a total of 850 pages for the four 
issues, including advertising and index. Four thousand copies of the Pro- 
ceedings (216 pages) and 8,900 copies of the Handbook (88 pages) were 
also printed during the year. 
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Changes in Financial Condition 


Following is a comparison of the condensed balance sheets of the Associa. 
tion at December 15, 1932, and December 13, 1933: 


Increase 
December December or 
Assets 15, 1982 13,1933 Decrease c 
Cash in bank .... $ 3,404.80 4,484.14 $1,029.4 
Receivables, net . Levecess sakes 951.95 814.79 137.16 
Inventories, at cost 1,593.62 3,743.55 2,149.93 
Purnitere, fixtures, etc., at cost .....ccccccevesesce 1,141.84 1,118.15 23.69 
Total assets $47,498.00 $46,275.30 $1,222.79 
Liabilities and net worth = 
Accounts payable hig — 16.54 $ 16.54 
Unearned income $ 2,270.73 2,017.67 253.06 
Membership extension fund 4,524.12 4,337.36 186.76 
Surplus— 
Balance, December 15, 19382 35,353.15 35,353.15 
Net loss for the year ending December 13, 1983.. = 799.42 799.42 
Transfer from life memberships to surplus—1933 a 200.00 200.00 
Total liabilities and net worth............. $47,498.00 $46,275.30 $1,222.70 
The decrease of $4,217.77 in investments is accounted for as follows: 
Increase 
or 
Particulars Decrease 
Bonds sold (detailed page 199) 6,172.00 
Stocks purchased— ( 
First National Stores, Inc., COMMON... 20shares 1,179.50 
Liggett & Myers Tobacco Company, common “B”.......... 25 shares 2,018.18 


J. C. Penney Company, common 


We did not determine the market value of the investments. 

All stocks and bonds are held by the State Bank and Trust Company, 
Evanston, Illinois, as custodian. 

Inventories at the close of 1932 and 1938 consisted of: 


December December 
Particulars 15, 1932 18, 1933 


Cover stock ...... 134.62 287.59 
Totals .. $1,593.62 $3,743.55 

We appreciate the courtesies extended our representative during the course 


of the audit. 
Very truly yours, 
Frank E, anp Company 
Certified Public Accountants 
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EXHIBIT I 
AMERICAN ECONOMIC ASSOCIATION, INC. 
BaraNnce SHEET 
YecemsBer 18, 1933 
Assets 
Current Assets AND INVESTMENTS: 
Cash in - ate Bank and Trust Company, 
Investments, at cost— 
Bonds, par value $33,500.00............... $32,962.48 
Keceivables— 
Interest accrued on bonds ................. $ 385.39 
Review advertising 166.00 
80.75 
Less—Reserve for doubtful accounts ....... 325.00 814.79 
Inventories at cost— 
Paper and cover stock .............sesss0 2,366.51 
FurNirurE, Fixtures AND Bounpb 
Less—Reserve for depreciation ............ 752.04 866.11 
Liabilities and Net Worth 
Current LIABILITIES: 
Unearned income— 
1,704.80 2,017.67 $ 2,034.21 
Net Wortu: 
Life $ 5,150.00 
Surplus unappropriated— 
Balance, December 15, 1982 ............... $35,353.15 
Net loss for the year ending December 13, 
Transfer from life memberships ........... 200.00 84,753.73 89,903.73 
Total liabilities and net worth ........ 


$46,275.30 
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Dividends receiv: 


Total .. 
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Interest earned 
Royalties on 
Profit on sale of | 
Miscellaneous inc 
Loss on sales of | 
Refund of overp: 
Economic Ess 


Total ir 
ADMINISTRATIVE AND | 
Secretary’s salar 
Office salaries 
Postage ..... 
Stationery and | 
Office supplies . 
Telephone and te 
Insurance 
Depreciation . 
Loss on exchang 
Annual meeting 
Executive Commi 
Other committee ex 
American Counci 
Auditing 
Other expenses 


PUBLICATION EXPENSES 
Printing of— 
Review ... 
Proceedings 
Handbook 
Editor’s honorat 
Paid for contril 
Editor’s travelin 
Editorial clerical 
Editorial suppiie 
Sundry publicati 


Total pul 

Publication incon 

Subscriptions, 
members 

Sales of copi 
Advertising 


Total expe! 


Net loss (1 
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EXHIBIT II 


ICAN ECONOMIC ASSOCIATION, INC. 
STATEMENT OF INCOME AND EXPENSE 
ENDING DECEMBER 13, 1933 


leducting $250.75 de- 


December 13, 1933) ee 


members ........ 


487.66 
802.25 


77.71 


86.13 


2,846.33 


50.00 
34.73 


$ 4,650.83 
1,284.85 
§22.71 
2,500.00 
1,408.25 
75.92 
2,436.00 
880.75 
28.02 


$13,287.33 


6,185.08 


Amount 


$11,579.66 
310.00 $11,889.66 


$ 1,829.64 


93.50 
9.67 

25 

1.14 
1,894.00 


134.00 93.80 


$ 5,493.08 


$11,795.86 


7,102.25 


12,595.28 


799.48 


108.57 
....8 1,865.77 
checking ac- 
f roy ities on 
XPENSES: 
411.01 
188.78 
26.46 
64.94 
79.10 
89.45 
16.90 
285.70 
803.05 
71.63 
55.00 
4,895.17 


REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 19838 


89.56 The cost of the Review during 1933 was $11,331.07. This is approxi- 
mately $450 less than in the preceding year and less than any total since 
1929. It is also about $670 less than the budget estimate submitted a year 
ago; namely, $12,000. 

The number of copies printed averaged 3,925 per issue as compared with 
4,250 in 1982. The number of pages in the volume just completed is 809 
as compared with 792 in 1932. 

The expenses during 1933 by principal] items were as follows: 

Printing (paper, reprints, postage, etc.) ............. $ 4,606.07 


$11,331.07 


On the basis of printing a further reduction in the number of copies, say 
95.96 3,700, the following budget for 1934 is submitted: 

Printing (paper, reprints, postage, etc.) ............. $ 4,800.00 


$11,550.00 


The following persons have served as editors during the past year: Dr. 
L. C. Gray and Professor M. W. Watkins, whose terms expire this year; 
Professors F, A. Bradford and P. T. Homan, whose terms expire in 1934; 
and Professors Carter Goodrich and A. B. Wolfe, whose terms expire in 
1935. During the year 187 persons have co-operated in writing leading arti- 
cles, communications, reviews and notes. 
Owing to the discontinuance of Social Science Abstracts the Review has 
carried lists of titles of articles in economic journals during the past year. 
About 1,000 titles have been so listed. This is by no means exhaustive; but 
it is recognized that the space allowed is not adequate to cover this branch 
of service. The total number of pages given to these lists amounted to 34 
for the year, or 4.2 per cent. If we endeavor to restrict the volume of the 
Review to about 800 pages, it is obvious that to include more titles it would 
be necessary to cut down on leading articles, reviews or lists of new books. 
The usual tables are appended. 
Respectfully submitted, 

Davis R. Dewey, Managing Editor 
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I 


PAGES GIVEN TO EACH SECTION* 


Docu- 
New Period- 
Year ane Reviews bor ks ona ical ab- | Notes | Theses | Totals 
listed stracts 
etc. 
1920 395 109 155 98 122 42 15 
1921 $31 103 133 39 117 88 ll 
1922 293 91 | 158 85 124 87 18 
1923 298 122 | 184 26 1138 43 14 
1924 839 | 110 | 19] 23 113 42 18 
1925 325 13] 178 27 110 88 23 
1926 270 7 184 15 108 43 27 
1927 262 120 | 195 $2 114 42 27 
1928 835 | 111 176 12 121 45 28 
1929 $15 Isl | 173 18 1 52 28 
1930 348 154 | 210 12 _ 58 29 
1931 369 | 170 | 197 18 _ 40 25 
1932 $51 | 175 203 12 —_ 27 24 
1933 $60 | 178 179 6 34 28 24 


* Figures for 1911-19 may be found in the report for 1930, published in the Supplement, 
March, 1931, p. 284. 


Taste II 


EXPENDITURES 


Year | Printing ng Clerical Supplies Totals 
1920 | $6656.81 | $1500.00 | $1192.75 | $1595.64 | $807.20 | $11181.90 
1921 5646.97 | 1500.00 64.50 1472.50 $19.97 9003.94 
1922 4795.28 1500.00 | 1870.00 $14.77 7980.05 
1923 5032.59 | 1500.00 | _ 1650.09 437.86 8620.54 
1924 5423.28 1500.00 1110.25 1464.01 305.32 9802.86 
1925 5713.01 1500.00 | 1133.50 1757 .32 406.36 10510.19 
1926 5332.24 1500.00 1128.00 1589.86 323.43 9873.53 
1927 5619.20 1500.00 1013.75 1806.50 297 .25 10236.70 
1928 5821.95 1500.00 1190.50 1956.50 375.37 10344 .32 
1929 4927 . 62 1500.00 1328.75 2004. 50 261.72 10022. 59 
1930 5386 . 67 2500.00 | 1447.75 2253 .00 347.80 11935 .22 
1931 5399.94 2500.00 1454.75 2300.00 327.60 11982. 29 
1932 5143.23 2500.00 1451.00 2300.00 386.13 11780.36 
1933 4606 .07 2500.00 | 1408.25 2436.00 380.75 11831.07 


= 


REPORT OF THE FINANCE COMMITTEE 


During the year the following changes have been made in the investment 
list: 


Cost Selling Price Loss 
Sinclair Crude Oil Purchasing Company 10 year 
“A” 5Y,’s of 1/1/88 (called at 101145 $ 1,032.50 $ 1,015.00 17.50 
Great Northern Railway Company general mort- 
gage “A” 7s Of 7/1/86 ......ccecccereseees 2,244.50 1,177.20 1,067.30 
Northern Pacific Railway Company refunding 
and improvement “B” 6’s due 7/1/2047 ...... 2,895.00 2,085.80 809.20 
$ 6,172.00 §$ 4,278.00 $ 1,894.00 


While this sale represents a loss of $1,894.00, it was the opinion of your 
Committee that the shift would strengthen the investment account. The pro- 
ceeds were invested in the following securities: 

First National Stores, Inc.., Common .................. 20 shares $1,179.30 


Liggett and Myers Tobacco Company, Common “B” ....25 shares 2,018.13 
J. C. Penney Company, Common .............0.000000 20 shares 756.80 


$3,954.23 


The total investment list of the Association, carried at cost or market, 
whichever is lower, now amounts to $30,971.18. The market value of the 
list on December 21, 1933, was $5,394.21 below cost, which represents an im- 
provement in the market value during the year. The investments of the Asso- 
ciation have been formally reviewed quarterly by your Committee, and have, 
in fact, been investigated much more frequently than this. The annual in- 
terest return from the list now amounts to $1,679.29. 

Your Committee has regarded the portfolio of the Association as an in- 
vestment account. It has followed the policy of watching for stability of 
earnings of the issuing companies, and their ability to meet the principal 
account at maturity. Notwithstanding the most prolonged and serious de- 
pression in the history of our country, the Committee is glad to report that 
there has been no default to date of either interest or principal. 

The list, at market or cost, whichever is lower, stands as follows: 

$ 1,000.00 Alabama Power Co., Ist Mtg. Lien & Ref. .................... $ 570.00 
2,000.00 Bell Telephone Co. of Pa. Ist & Ref. Ser. “B” ............... 1,973.00 
1,000.00 By-Products Coke Corp., Ist Mtg. Ser. “A” .............-.05: 595.00 
1,000.00 Chicago, Rock Island & Pacific Ry. Equipment Trust Ser. “P” .. 700.00 
1,000.00 City of Cleveland Water Works ..................0eeeeeeeeee 920.00 
1,000.00 City of New York Corp. Stock Water 4’s ..................... 780.00 
2,000.00 Commonwealth Edison Co., Ist Mtg. “F” .................04.. 1,397.50 


1,000.00 Crown Willamette Paper Co., Ist S. F. ..............00000055 805.00 
1,000.00 Detroit Edison Co., Gen. & Ref. Ser. “D” ..................-.. 860.00 


1,000.00 Erie R. R. Co., Ref. & Impr. Mtg. Gold bond, Series of 1930. .... 575.00 
2,000.00 Illinois Bell Telephone Co., Ist mee. “AM 2,007.50 
2,000.00 Illinois Central R. R. Co., Joint Ist Ref. Ser. “A” ............ 1,315.00 
1,000.00 Louisville Gas & Electric Co., Ist & Ref. ..................... 897.50 
1,000.00 National Dairy Products Corp. Gold Deb. .................... 760.00 
2,000.00 Northern Pacifie Ry. Co., Ref. & 1,675.00 
1,000.00 Ohio Power Co., Ist & Ref. Ser. “D” .............2000ceeeeee 845.00 
2,000.00 Pacific Gas & Elec. Co., Ist & Ref. GN Seccauhacetcwes cuban 1,930.00 


2000.00 Bilis EAM. Bot Game 1,700.00 
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1,000.00 
1,000.00 
1,000.00 
1,000.00 
1,500.00 
2,000.00 


$39,500.00 


20 shares 
25 shares 
20 shares 


Pennsylvy 
Southern 
Southert 
United B 
United S 
United 


Stocks 
First Na 
Liggett 
Ft 


Economic Association 


Bridge Co., Ist Mtg. SO yr. ......-...cescee. 
f America, 16 yr. DED. ..... 
FICR 
erica Fourth Liberty Loan. ............ 


Total 
Respectfully submitted, 


C. H. Crennan, Chairman 


Gerorce B. Roserts 
F. S. Dersler 


1,425 18 
2,033 12 


1,080.00 
2,018.18 
756.80 


$30,971.18 


760.00 

Mo 500.00 


500.00 REPORT OF THE JOINT CENSUS ADVISORY COMMITTEE 


The Joint Census Advisory Committee of the American Statistical As- 
426.13 soclation and the American Economic Association held two meetings during 
1933, one on March J7 and 18 and the other on September 22 and 23. 

The recommendations made by the Committee at the March meeting were 
in substance as follows: 


That there be no statistical atlas published in connection with the Fifteenth Census. 
756.80 That there be no publication at this time of a volume corresponding to the volume, 
, Mortality Rates, 1910-20; but that a Committee be appointed to consider the form 
and contents of a possible substitute for that volume, and that Professor Chaddock 
be designated as representative of the Advisory Committee on any co. mittee consti- 
tuted by the Director for that purpose. 
nan That new life tables be prepared on the basis of the 1930 census. 
That the decennial inquiry regarding taxation, public indebtedness, revenue, and 
expenditures be published under the title of Financial Statistics of State and Local 
Governments instead of Wealth, Public Debt and Tazation; and that no estimate of 
the total national wealth be included in that inquiry. Without specifically recommend- 
ing that the inquiry, like that of 1922, include a digest of state tax laws the Com- 
mittee expressed the opinion that the inclusion of such a digest would add materially 
to the value of the report. 


The Committee passed the following resolution in favor of having a mid- 
decennial census of population: 


Wuereas, There have been extensive and unusual movements of population from 
one area in the United States to another since the 1930 census, and very great 
changes in the rate of ee increase by reason of the cessation of immigration 
and the decline in the birth rate, so that it is no longer possible to make the usual 
annual estimates of population for states and cities with any satisfactory degree of 
accuracy; and x 

Wuereas, It is essential to know the number of persons living in the various states, 
cities, and counties year by year, in order that reasonably accurate rates may be 
computed for births, deaths, and morbidity, and for financial items such as govern- 
mental expenditures; in order that proper provision may be made for the expansion 
of public utility services; and for other reasons; be it 

Resolved, That a simple mid-decennial census of population should be taken either 
late in 1934 or early in 1935, this census of population to be limited to basic items, like 
sex, color or race, age, marital condition, and urban, rural, or farm residence. 


At its September meeting the Committee was called upon to consider 
mainly the printing situation in the Census Bureau, the plans for the 1933 
census of manufactures, and certain problems which had arisen in relation 
to the compilation of vital statistics. 

Because of a cut in its printing allotment, the Bureau of the Census had 
been compelled to suspend the printing of the Fifteenth Census Reports and 
either to omit certain of the annual publications or to combine two years in 
one report. In view of this situation the Committee passed the following 
resolution: 

Resolved, That the Census Advisory Committee is greatly concerned to learn that 
owing to the fact that the funds allotted for printing are about 50 per cent below 
the amount asked for and as estimated as necessary, the Bureau has been compelled 
to abandon or postpone indefinitely the printing of some of the reports which will 
be completed ready for publication in the current fiscal year and to curtail very ma- 
terially the scope and detail of others. It is obvious that in so far as the statistics 
which the Bureau compiles and tabulates cannot be printed, the money expended on 


their collection is wasted. Either the Bureau should be provided with funds sufficient 
to print the results of the statistical compilations which it is authorized or directed 
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by law to make, or else the scope of such compilations should be reduced to come 
within the limits imposed by the funds that will be available for printing the results. 

The Committee therefore recommends that steps be taken to secure, if possible, sup- 
plementary funds for printing the current reports; and looking to the future that an 


organized effort be made to do away with the present practice of making a separate 
appropriation for printing as applied to the work of the Census Bureau and to include 
the cost of printing in the appropriation granted directly to the Bureau for carrying 
on the statistical inquiries which it may be authorized or directed by law to make. 


Since the above resolution was passed by the Committee, funds for com- 
pleting the printing of the Fifteenth Census Reports have been supplied by 
the Civil Works Administration. But the funds available for printing of 
current reports are still quite inadequate. - ee 

As regards the vital statistics work the immediate and most urgent ques- 
tion was that of allowing the New York State Health Office to supply the 
Census Bureau with punched cards for the transcription of mortality data in 
place of handwritten transcripts. After consideration of this and other ques- 
tions relating to the compilation of vital statistics the Committee passed the 
following resolution: 

Resolved, That provisionally and as an experiment arrangements be made with the 
New York State Health Office authorizing the use of punched cards for transcribing 


death data, provided this method of transcription is permissible under the existing 
law; and 


Resolved, That Dr. Chaddock be requested to serve as a Committee of One to 
make a preliminary study of all phases of the present situation regarding the collec- 
tion of vital statistics and report to the Advisory Committee at as early a date as 
possible. 


As regards the plans for the 1938 census of manufactures, the Committee 
was called upon to consider especially the situation which existed as a result 
of the cut in the appropriation for field work, which would make necessary 
a considerable curtailment in the scope and detail of that census as compared 
with prior censuses. The committee passed the following resolution: 

Resolved, That it is highly desirable that the census of manufactures be taken for 
1933 and that the information should be properly comparable with that of previous 
censuses. The Committee finds that it will be impossible to attain this result unless 
additional funds are made available for necessary field work in connection with this 
census. The Committee therefore strongly recommends that appropriate measures be 


taken to secure the restoration to the Bureau of the Census for this purpose of 
$115,000. 


The Bureau has now been informally assured that additional funds for the 
field work of the census of manufactures to the amount of $115,000 will be 
supplied from the Budget, thus making it possible to conduct a field canvass 
which will secure information properly comparable with that of previous 
censuses, although the amount of production detail on the special schedules 
will be materially reduced 

Respectfully submitted, 
E. E. Day, Chairman 
L. Wotman 
G. E. Barnett 


REPORT OF ACTIVITIES OF THE SOCIAL SCIENCE 
RESEARCH COUNCIL 


parate The emphasis of previous years on the integration of the work of the 
arrying Council, including concentrated planning in selected areas of work, has been 
ie. continued, but in addition there has been a new emphasis, largely the out- 
growth of the current national emergency, on efforts designed to relate the 
materials and methods of the social sciences to the problems and plans of 
national recovery. 
The major Council activities in the field of industry and trade during the 
past year have been concerned with “(1) the further development of long- 
range plans, (2) the adaptation of certain phases of this long-range planning 
to an emergency research attack on the immediate economic situation and re- 
covery efforts, and (3) the initiation of strategic projects in furtherance of 
ed the both (1) and (2) above. Planning in the field of international relations di- 
rected primarily toward the development of a co-ordinated approach to mutual 
problems by different national groups has been continued. In the area of 
personality and culture, a canvass of present types of research in the field 
xisting was completed. The Council’s interests in the area will be furthered by con- 
tinuing committee activity dealing with the problems in personality and cul- 
ture that have to do with the degree of completeness with which an individual 
late as progressively adjusts to his cultural situation. 
The Committee on Government Statistics and Informational Services, a 
mittee joint committee of the American Statistical Association and the Sucial Science 
result Research Council, has been amply financed for effective work during the 
*ssary period of a year. This Committee has been very actively at work in Washing- 
pared ton for the past six months. Great competence has been shown in establishing 
and maintaining highly satisfactory relations with the responsible officials 
on fer of the government. The work of the Committee will redound to the credit 
evious of the Association and of the Council. That result has already been substan- 
— tially accomplished ; and its essential basis is the wisdom of the Committee in 
res be making no claims to credit for itself or its parent bodies, but rather in giving 
ose of all credit to the officials who take the responsibility for making its recom- 
mendations effective. 
or the The Committee on Social Statistics, with its interest in the improvement 
il] be and availability of federal and state census materials, has been associated 
nvass in an advisory capacity with the work of the joint committee of the Ameri- 
vious can Statistical Association and the Council in Washington. Provision has 
-dules been made for aid and advice to the Bureau of the Census in segregating 
materials for preservation and for distribution. Provision has been made for 
financial support of the work of the Census Advisory Committee. At the 
nan request of the Director of the Census, the Committee on Social Statistics has 
undertaken to examine the broader aspects of the government’s handling of 
vital statistics, 
The Joint Committee on Materials for Research of the American Council 
of Learned Societies and the Social Science Research Council has acted as 
an advisory committee in its field to the parent Councils, has conducted three 


results, 
le, Sup- 
that an 
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surveys in the fields of availability and preservation of research materials, 
and has formulated plans for the exploration of the whole area of materials 
for research. 

The Committee on Social Science Personnel concluded its inquiries con- 
cerning the recruitment and training of research personnel in the social gci- 
ences. After the presentation of its final report to the Council in September, 


1933, its functions were transferred to the committee charged with the duty 
of making fellowship awards, and the name of this latter committee, now 


charged with the dual duty of developing the Council’s personnel policies 
and of making all fellowship awards, was changed from the Committee on 


Research Fellowships in the Social Sciences to the Committee on Social 


Science Personnel. Inst: ons were given by the Council to formulate plans 
providing for the continuation of the present post-doctoral fellowships in 


accordance with existing policies and procedures, and for the initiation of 
two new fellowship series, one at the first year graduate level and a second 
at about the third year graduate level, that is, for candidates who have com- 
pleted all requirements for the Ph.D. except the dissertation. While the 


basic purpose of both these new fellowship series is the development of re- 
search personnel by providing training opportunities, fellowships at the first 


year graduate level are also designed to be an aid in the recruitment of 
superior students into social research, and those at the later stage are par- 


ticularly intended to offer opportunities for field work supplementing more 
formal graduate instruction 
Eighteen fellowships, including three reappointments, were awarded for 
1933-34. 
Forty-two grants-in-aid were made to assist mature scholars to bring to 
completion research projects already well under way at the time of award. 
The Committee on Social and Economic Pesearch in Agriculture has com- 
pleted the major portion of its survey of research in agricultural economics 


and rural sociology in the United States as planned. Its main activities during 
the past year have been directed to the improvement of the quality of re- 


search in the field through the improvement of facilities for research train- 
ing, the development of research methodology, and through increased availa- 
bility of research materials. Considerable attention has also been given to 
problems involved in the effective co-ordination of research activities and 


the planning of research in the rural field. 
The temporary Committee on Research in Social Aspects of Medicine sub- 
mitted a report expressing the conclusion that there is an opportunity for 


useful investigation of the social aspects of medicine, and that the Council 
might serve in this field in a constructive manner. 

The Pacific Coast Regional Committee gave much of its attention to an 
inquiry into the ways and means for making its work most effective. There is 


increasing evidence of the need for and of the benefits from closer contacts 
between institutions and between social research personnel on the Pacific 


Coast, and it is with this in mind that the regional committee in that area 
is developing its program. The Southern Regional Committee has continued 
to be actively interested in the development of research and research person- 
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nel in the South through the initiation or encouragement of strategic research 
projects and by means of conferences, planning advice, and publications. 
Commissioned by the Council in 1931 to investigate the possible impor- 

tance of propaganda as a field of concentrated research, the Committee on 
Pressure Groups and Propaganda has amplified its knowledge of the func- 
tion of propaganda in modern civilization and surveyed the existing state of 
research and publication. Plans looking toward the further development of 
research in the field have been prepared and submitted to the Council. 
Respectfully submitted, 

A. B. Wotre 

M. Hanpiman 


H. A. Mivuis 
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SPECIAL RESOLUTIONS 


Three former presidents of the American Economic Association passed 
away during the year 1933. The Association takes this opportunity to express 
its profound sorrow at the passing of Professors Adams and Farnam of Yale 
and Professor Hammond of Ohio State. All made substantial contributions 
in the fields of teaching, scholarship, and public service. 


Matthew Brown Hammond died in Columbus, Ohio, on September 23, 
1933. Professor Hammond was born in South Bend, Indiana, on June 13, 
1868. He was graduated from the University of Michigan in 1891 and two 
years later received the M.L. degree from the University of Wisconsin. Sub- 
sequently he studied in Germany at the Universities of Tiibingen and Berlin, 
and received his Ph.D. from Columbia University in 1898. 

Professor Hammond began his teaching career as principal of a secondary 
school in Missouri. He then became acting assistant professor of economics 
at the University of Missouri, and from there went to the University of IIli- 
nois as instructor, and later as assistant professor of economics, From 1904 
until his death he taught at Ohio State University, first as assistant profes- 
sor, and after 1908 as professor of economics. From 1921 to 1928 he served 
as head of the department. 

In addition to his university activities, Professor Hammond had a dis- 
tinguished career of public service. He was instrumental in drafting labor 
legislation in Ohio, and served as secretary of the Coal Mining Commission of 
that state. He was a member of the Industrial Commission of Ohio from 1913 
to 1915, and of the Health and Old Age Insurance Commission from 1917 to 
1919. He acted as labor adviser to the United States Food Administration 
during the World War, and as a member of the War Labor Policies Board. He 
was technical adviser to the United States Anthracite Coal Commission. 

Professor Hammond was president of the American Economic Association 
in 1980, and gave generously of his time to the numerous committees of the 
Association. He co-operated in the work of the Social Science Research 
Council and the American Association for Labor Legislation. 

Professor Hammond’s book on The Cotton Industry, which appeared in 
1897, is a standard work in its field. In 1911 he brought out Railroad Rate 
Theories of the Interstate Commerce Commission, and in 1919, British Labor 
Conditions and Legislation During the War. He was a frequent contributor 
to economic journals. A diligent student, an inspiring teacher, and an in- 
valuable counsellor, Professor Hammond’s absence from the ranks of Ameri- 
can economists will be sorely felt. 


Henry Wolcott Farnam died in New Haven, Connecticut, in his eightieth 
year. Professor Farnam was born in New Haven on November 6, 1858. He 
was graduated from Yale in 1874 and two years later received the A.M. de- 
gree from the same institution. He continued his studies abroad at the Uni- 
versities of Berlin, Géttingen, and Strasburg, and in 1878 he returned to Yale 
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as tutor. In 1880 he was appointed professor of economics, and served in 
assed this capacity until 1918, when he became professor emeritus. In 1914 he 
‘press was named Roosevelt Professor at Berlin, but the War prevented his going 
Yale to Germany. In 1982 Yale University honored him with the LL.D. degree. 
Professor Farnam’s interests were manifold and his career distinguished. 
In addition to his academic work at Yale, he gave largely of his thought 
and energy to social service. He was chairman of the New Haven Civil Serv- 
ice Board, and a member of the Connecticut State Commission of Sculpture 
from 1887 to 1909. For more than twenty years he was president of the Con- 
necticut Civil Service Association, and also served as president of the New 
Haven Hospital. He organized the Lowell House, which was the first social 
settlement in New Haven, and headed the Connecticut Training School for 
Nurses. He was president of the Morning News Company, publisher of the 
first politically independent newspaper in New Haven. 

Professor Farnam’s academic interests were of wide scope. He was presi- 
dent of the American Economic Association in 1911 and president of the 
American Association for Labor Legislation from 1907 to 1910. He was a 
fellow of the American Academy of Arts and Sciences, and a member of the 
supervisory committee of the American Year Book from 1910 to 1980. He 
was one of the editors of the Yale Review from 1892 to 1911 and was on the 
ie. editorial board of the American Economic Review in 1911 and 1912. 

.. Professor Farnam’s written work covered a wide range of economic and 
political studies from the ancients to the present. He wrote equally well in 
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vost s German and in English, his longer works including: Die Innere Franzdésische 
17 to Gewerbepolitik von Colbert bis Turgot; Deutsch-Amerikanische Beziehungen 


alan in der Volkswirtschaftlehre in Schmoller’s Festgabe; and Shakespeare’s Eco- 
d. He nomics. Both by his writings and by his public service, Professor Farnam 


! had won a place of distinction in American affairs. 


iation 

of the Thomas Sewall Adams died in New Haven, Connecticut, on February 8, 
earch 1938. Professor Adams was born in Baltimore, Maryland, on December 29, 
1873, and was graduated from Johns Hopkins: University in 1896. In 1899 
ed in he began his long career of public service as clerk in the Census Bureau. 
Rate The following year he was named assistant to the treasurer of Puerto Rico. 
Labor After serving one year in that capacity, he joined the faculty of the Univer- 
ibutor sity of Wisconsin. 

an in- At Wisconsin, state duties absorbed much of Professor Adams’ attention. 
meri- He drafted many of Wisconsin’s tax laws and served on the Tax Commission 
from 1911 to 1915. In 1916 he was appointed professor of political economy 
at Yale University and held this position until his death. In 1917 President 
Wilson appointed him adviser to the Treasury Department, and in this capa- 
city he frequently appeared as the Treasury’s spokeman before Congressional 
hearings. Professor Adams’ knowledge of his subject was broad and pene- 
trating, and his judgment of the highest quality. He was a staunch opponent 
of Treasury surpluses, and frequently reiterated the dangers of Congressional 
extravagance presented by such surpluses. 
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Professor Adams was president of the American Economic Association jn 
1927, president of the National Tax Association in 1922 and 1923, and from 


1929 until his death served as a member of the fiscal committee of the League 
of Nations. He made extensive contributions to economic scholarship, par- 
ticularly in the fields of taxation and labor. In addition to numerous articles, 
he was the author of T'azation in Maryland, Labor Problems, Mortgage Taza- 


tion in Wisconsin « Veighboring States, and a translation of Levasseur’s 
American Workman. Always honest and sincere of purpose, Professor Adams 
allowed no bonds of friendship to stand between him and a forceful expres- 
sion of his opinions w e he found occasion to differ with others on public 
issues. In his prema passing, the world of American economics and public 
affairs suffered a g1 
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Volume I, 1886 


2-3. ** Relation of the Modern Municipality to the Gas Supply. By E. J. James. 
Pp. 66. 

. Co-operation ir a Western City. By Albert Shaw. Pp. 106. 

** Co-operation in New England. By E. W. Bemis. Pp. 136. 

** Relation of the State to Industrial Action. By H. C. Adams. Pp. 85. 


Volume II, 1887 


. Three Phases of Co-operation in the West. By Amos G, Warner. Pp. 119. 

Historical Sketch of the Finances of Pennsylvania. By T. K. Worthington. Pp. 

106. 

The Railway Question. By Edmund J. James. Pp. 68. 

Early History of the English Woolen Industry. By W. J. Ashley. Pp. 85. 

** Medieval Guilds of England. By E. R. A. Seligman. Pp, 118. 

Relation of Modern Municipalities to Quasi-Public Works. By H. C. Adams 

and others. Pp. 87. 

Volume III, 1888 

Statistics in College, by C. D. Wright; Sociology and Political Economy, F. H. 

Giddings; The Legal-Tender Decisions, by E. J. James. Pp. 80. 

Capital and Its Earnings. By John B. Clark. Pp. 69. 

The Manual Laboring Class, by F. A. Walker; Mine Labor in the Hocking 

— by E. W. Bemis; Report of the Second Annual Meeting. Pp. 
6 


#5 ** Statistics and Economics. By Richmond Mayo-Smith. Pp. 127. 
6. The Stability of Prices. By Simon N. Patten. Pp. 64. 
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Volume IV, 1889 
1. Contributions to the Wages Question: The Theory of Wages, by Stuart Wood; 


Possibility of a Scientific Law of Wages, by J. B. Clark. Pp. 69. 8.15 
2. Socialism in England. By Sidney Webb. Pp. 78. 15 
8. Road Legislation for the American State. By J. W. Jenks. Pp. 83. 15 
4. Third Annual Meeting: Report of the Proceedings. Pp. 123. 15 
5. ** Malthus and Ricardo, by S. N. Patten; The Study of Statistics, by D. R. 

Dewey; Analysis in Political Economy, by W. W. Folwell. Pp. 69. ‘1 
6. An Honest Dollar. By E. Benjamin Andrews. Pp. 50. 50 


Volume V, 1890 


1. The Industrial Transition in Japan. By Yeijiro Ono. Pp. 122. 1.00 
2. ‘'wo Essays on Child-Labor. By W. F. Willoughby and Clare de Graffen- 
ried. Pp. 150. 15 
8-4. Papers on the Canal Question. By E. J. James and L. M. Haupt. Pp. 85. — 1.00 
5. History of the New York Property Tax. By J. C. Schwab. Pp. 108. 1.00 
6. Educational Value of Political Economy. By S. N. Patten. Pp. 86. 15 


Volume VI, 1891 
1-2. Fourth Annual Meeting: Reports, Papers, Discussions. 
3. Government Forestry. Papers by Pinchot, Bowers, and Fernow. Pp. 102. 
4-5. Municipal Ownership of Gas in the U.S. By E. W. Bemis. Pp. 185. 
6. State Railroad Commissions. By F. C. Clark. Pp. 110. 


Volume VII, 1892 


l. ** The Silver Situation in the United States. By F. W. Taussig. Pp. 118. 

2-8. ** Shifting and Incidence of Taxation. By E. R. A. Seligman. Pp. 424 (Re- 
vised). 

4-5. Sinking Funds. By Edward A. Ross. Pp. 106. 

6. The Reciprocity Treaty with Canada of 1854. By F. E. Haynes. Pp. 70. 


Volume VIII, 1893 


1. Fifth Annual Meeting: Report of the Proceedings. Pp. 180. 
2-8. Housing of the Poor in American Cities. By M. T. Reynolds. Pp. 182. 
4-5. Public Assistance of the Poor in France. By E. G. Balch. Pp. 180. 
6. First Stages of the Tariff Policy of the U.S. By William Hill. Pp. 162. 


Volume IX, 1894 


Sixth Annual Meeting: Handbook and Report. Pp. 78. 
1-2. ** Progressive Taxation in Theory and Practice. By Edwin R. A. Selig- 
man. Pp. 222. (See 1908, No. 4.) 
8. **The Theory of Transportation. By C. H. Cooley. Pp. 148. 
4. Sir William Petty. By Wilson Lloyd Bevan. Pp. 102. 
5-6. Papers on Labor Problems. By J. B. Clark, C. D. Wright, D. R. Dewey, A 
T. Hadley, and J. G. Brooks. Pp. 94. 


Volume X, 1895 


Seventh Annual Meeting: Handbook and Report. Pp. 188. 

1-8. **The Canadian Banking System, 1817-1890. By R. M. Breckenridge. Lig 478. 80 
4. Poor Laws of Massachusetts and New York. By John Cummings — 

5-6. Letters of Ricardo to McCulloch, 1816-1823. Edited by J. H ollander. 

Pp. 204. (In cloth, only.) 1.75 


Volume XI, 1896 
1-8. ** Race Traits and Tendencies of the American Negro. By F. L. Hoffman. 
Pp. 830. 
4. Appreciation and Interest. By Irving Fisher. Pp. 110. 
*General Index to Volumes I-XI (1886-1896.) 
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ECONOMIC STUDIES 
Price of the Economic Studies $2.50 per volume in paper. 


Volume I, 1896 


Fighth Annual Meeting: Handbook and Report. Pp. 178. $ .50 
. The Theory of Economic Progress, by J. B. Clark; The Relation of Chan 
. the Volume of the Currency to Prosperity, by F. A. Walker. Pp. 


The yy of Wages to Efficiency. Three Papers: Gain Sharing, by 

H. R. Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate System, 

by F. W. Taylor. Pp. 83. 

3. ** The Populist Movement. By Frank L. McVey. Pp. 81. 

The Situation. By W. Lexis; translated by John Cum- 
mings. Pp. 72. 

The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. 


as 88 


Volume II, 1897 


Ninth Annual Meeting: Handbook and Report. Pp. og 

. Economics and Jurisprudence. By Henry C. Adams. Pp. 48 

2. The Saloon Question in Chicago. By John E. George. Pp. 62. 

_ The General Property Tax in California. By C. C. Plehn. Pp. 88. 

Area and Population of the United States at the Eleventh Census. By W. F. 
Willcox. Pp. 60. 

A Discussion Concerning the Currencies of the British Plantations in Ameri- 

ca, ete. By William Douglass. Edited by C. J. Bullock. Pp. 228. 
Density and Distribution of Population in the United States at the Eleventh 
Census. By W. F. Willcox. Pp. 79. 


Volume ITI, 1898 


Tenth Annual Meeting: Handbook and Report. Pp. 136. 

. Government by Injunction. By William H. Dunbar. Pp. 44. 

. Economie Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 

. The Ohio Tax Inquisitor Law. By T. N. Carner. Pp. 50. 

. The American Federation of La Beg By Morton A. Aldrich. Pp. 54. 

. Housing of the Working People in Yonkers. By E. L. Bogart. Pp. 82. 

. The State Purchase of Railways in Switzerland. By Horace Michelie; trans- 
lated by John Cummings. Pp. 72. 
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Volume IV, 1899 


Eleventh Annual Meeting: Handbook and Report. Pp. 126. 

1. I. Economics and Politics. By A. T. Hadley. II. Report on Currency Reform. 
III. Report on the Twelfth Census. Pp. 70. 

2. Personal Competition. By Charles H. Cooley. Pp. 104. 

3. Economics as a School Study. By F. R. Clow. Pp. 72. 

45. The — Income Tax. By J. A. Hill. Pp. 162. 1. 
6. Effects of Recent Changes in Monetary Standards upon the Distribution of 
Wealth. By F. S. Kinder. Pp. 91. 50 
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2. Scope and Method of the Twelfth Census. Critical discussion by over twenty 
statistical experts. Pp. 625. 


; 
15 
15 
5 
15 
50 
1.00 
| 
1.00 
1.00 
15 
1.00 
15 
1.00 
15 
1 | 
2.00 
| 
15 9 
3 
15 5 
1.00 6 
1.00 
1.00 
| 
| 
15 
15 
45 
50 
8. 1.50 
15 
1.75 
1.25 
15 
25 


218 rican Economic Association 


THIRD SERIES 


Nore—During 1896-1899 the Association issued its publication in two series, viz, 
the bimonthly Econo: Studies, and the “New Series” of larger monographs printed 
at irregular intervals. In it reverted to the policy of issuing its menogiughl, ao» 
called the “Third Series” of the publications at quarterly intervals. 


Price per volume $ 


Volume I, 1900 


1. Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 
Trusts; R vad Problems; Public Finance; Consumers’ League; 
Twelfth Census. Pp. 186 

2. The End of Ville ( England. By T. W. Page. Pp. 99. 

3. Essays in Colon Finance. By Members of the Association. Pp. 803. 

4. Currency and Banking in the Province of Massachusetts Bay. By A. McF. 
Davis. Part 1: ¢ ency. Pp. 464 + 19 photogravure plates. 

Volume IT, 1901 

1. **Thirteenth A: Meeting: Papers on Competition; Commercial Educa- 
tion; Econon Theory; Taxation of Quasi-public Corporations; Munic- 
ipal Acco I 

2. Currency and Bank By A. McF. Davis. Part II: Banking. Pp. 841 + 18 
photogravure plates 

3. **Theory of Valu fore Adam Smith. By Hannah R. Sewall. Pp. 182. 

4. Administration of City Finances in the U.S. By F. R. Clow. Pp. 144. 

Volume ITI, 1902 

1. Fourteenth Annu Meeting: Papers on International Trade; Industrial 
Policy; Public | ce; Protective Tariff; Negro Problem; Arbitration 
of Labor Disputes in Coal Mining Industry; Porto Rican Finance; Eco- 
nomic Hist Pp. 400 

2. **The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 

3. Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 

4. **Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 136. 

Volume IV, 1908 

1. Fifteenth Annual M x: Papers and Discussions on Economic and Social 
Progress; Trade | ns and the Open Shop; Railway Regulation; Theory 
of Wages; ‘I y of Rent; Oriental Currency Problem. Pp. 298. 

2. Ethnic Factors Population of Boston. By F. A. Bushee. Pp. 171. 

3. History of Cont r in the Hawaiian Islands. By Katherine Coman. 
Pp. 74. 

4. **The Income Tax he Commonwealth of the United States. By Delos O. 
Kinsman. Pp. 134 

Volume V, 1904 
Sixteenth Annual } Papers and Proceedings published in two parts. 

1. Part I—Papers i Discussions on Southern Agricultural and Industrial 
Problems; So Aspects of Economic Law; Relations Between Rent and 
Interest. Pp. 24 

2. Part IIl—Paper 1 Discussions on The Management of the Surplus Re- 
serve; The Credit in Relation to Corporation Economics; 
State Taxa terstate Commerce; Trusts; Theory of Social Caus- 
ation. 

8. Monopolistic Com! ns in the German Coal Industry. By Francis Walker. 
Pp. 340. 

4. **The Influence of Farm Machinery on Production and Labor. By Hadley 
Winfield Q Pp. 110 

Volume VI, 1905 
Seventeenth A Meeting. Papers and Proceedings published in two 
parts. 


1. Part I—Papers and Discussions on the Doctrine of Free Trade; Theory of 
Prices; Theory of Money; Open Shop or Closed Shop. Pp. 226. 
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Part I1I—Papers and Discussions on Government Interference with Indus- 
trial Combinations; Regulation of Railway Rates; Taxation of Rail- 
ways; Preferential Tariffs and Reciprocity; Inclosure Movement; Eco- 
nomic History of the United States. Pp. 270. $1.00 

**The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 

Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 


Volume VII, 1906 
Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth 
and the Public Service; —- of Distribution; Government Regulation 
of Railway Rates; Municipal Ownership; Labor Disputes; The Eco- 


nomic Future of the Negro. eo 325. 1.00 
Railroad Rate Control. By H. S. Smalley. Pp. 147. 1.00 
On Collective Phenomena and the Scientific Value of Statistical Data. By 

E. G. F. Gryzanovski. Pp. 48. 15 
Handbook of the Association, 1906. Pp. 48. 25 

. The Taxation of the Gross Receipts of Railways in Wisconsin. By G. E. 

Snider. Pp. 188. 1.00 


Volume VIII, 1907 
Nineteenth Annual Meeting: Papers and Discussions on Modern Standards 
of Business Honor; Wages as Determined Ly Arbitration; Commercial 
Education; Money and Banking; Western Civilization and Birth Rate; 
Economie History; Government Regulation of Insurance; Trusts and 


Tariff; Child Labor, Pp. 268. 1.00 
Historical Sketch of the Finances and Financial Policy of Massachusetts from 

1780 to 1905. By C. J. Bullock. Pp. 144, 1.00 
Handbook of the Association, 1907. Pp. 50. 25 
The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 822. 1.00 
The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 1.00 


Volume IX, 1908 
Handbook of the Association, 1908. Pp. 49. 25 
. Twentieth Annual Meeting: Papers and Discussions on Principles of Govern- 
ment Control of Business; Are Savings Income; Agricultural Economics; 
Money and Banking; Agreements in Political Economy; Labor Legis- 
lation; Relation of the Federal Treasury to the Money Market; Public 


Service Commissions. Pp. 311. 1.25 

. Chicago Traction. By R. E. Heilman. Pp. 181. 1.00 

Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 1.00 
**Progressive Taxation in Theory and Practice. Revised Edition. By E. R. A. 

Seligman. Pp. 334. 1.25 


Volume X, 1909 
Twenty-first Annual Meeting: Papers and Discussions on The Making of 
Economic Literature; Collective Bargaining; Round Table on Account- 
ing; Labor Legislation; Employers’ Liability; Canadian Industrial-Dis- 
putes Act; Modern Industry and Family Life; Agricultural Economics; 
Transportation; Revision of the Tariff; A Central Bank; The National 
Monetary Commission; Capitalization of Public Service Corporations in 


Massachusetts, Pp. 482. 1.50 
Handbook of the Association, 1909. Pp. 59. 25 

. **The Printers. By George E. Barnett. Pp. 879. 1.50 
Life Insurance Reform in New York. By W. H. Price. Pp. 95. 15 


Volume XI, 1910 
Twenty-second Annual Meeting: Papers and Discussions on History of the 
Association; Observation in Economics; Economic Dynamics; Theory 
of Wages; Country Life; Valuation of Public Service Corporations; 


Trusts; Taxation. Pp. 386. 1.50 
- **Handbook of the Association, 1910. Pp. 79. .25 
- The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 1.25 


- The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178. 1.00 
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THE ECONOMIC BULLETIN 


Published quarterly in 1908, 1909, and 1910, and containing porseet notes, news 
of the economic world, announcements of special lines of investigation, and a classi. 
fied and annotated bibliography of the current books and articles on economic sub- 


jects. 

Volume _ iI, 1908. Four numbers. $2.00; each .60 
Volume II, 1909. Four numbers. $2.00; each .60 
Volume III, 1910. Four numbers $2.00; each .60 


FOURTH SERIES 
Subscriptions by non-members, libraries, ete., $5.00 @ year. 


Volume I, 1911 
The American Economic Review, **March, June, September, and December; 


each, $1.00 
Twenty-third Annual Meeting: Papers and Discussions on the en of 
a Comprehensive System of Education; Money and Prices; Ricardo 


Centenary; Accounting; Canals and Railways; Population and Immi- 
gration; Labor Legislation; Taxation; A Definition of Socialism; Com- 
petition in the Fur Trade. Pp. 388. 1.50 
**Handbook of the Association, 1911. 


Volume II, 1912 


The American Economic Review, March, June, September, and December; 
each, 1.00 
Supplement.—Twenty-fourth Annual Meeting: 
Papers and Proceedings. The Economic Utilization of History; Tariff 
Legislation; The Federal Budget; Rural Conditions; Selection .f Popu- 
lation by Migration; The Price Concept; An International Commission 
on the Cost of Living; Industrial Efficiency. Pp. 146. 


Volume III, 1918 
The American Economic Review, March, June, **September, and **December; 
each 1.25 
Supplement.—Twenty-fifth Annual Meeting: 
Papers and Proceedings. Population or Prosperity; The Rising Cost of 
Living—Standardizing the Dollar; Banking Reform; Theories of Distri- 
bution; Farm Management; Governmental Price Regulation. Pp. 158. 


1.25 
Supplement.—Handbook of the Association, 1918. é 
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Volume IV, 1914 

The American Economic Review, March, June, September, and December; 
» 

Supplement.—Twenty-sixth Annual Meeting: 
Papers and Proceedings. The Increasing Governmental Control of Eco- 
nomic Life; The Control of Public Utilities; Railroad Rate Making; 
Syndicalism; Trust Decisions and Business. Pp. 211. 1.25 
Supplement.—Handbook of the Association, 1914. .15 


Volume V, 1915 


The American Economic Review, March, June, September, and **December; 
each, 1.25 
Supplement.—Twenty-seventh Annual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the 
Stock Exchanges; Market Distribution; Statistical Work of the United 
States Government; Relation of Education to Industrial Efficiency; The 
Effect of Income and Inheritance Taxes on the Distribution of Wealth; 
Public Regulation of Wages 1.25 
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Volume VI, 1916 
The American Economic Review, **March, **June, September, and **December; 


each, $1.25 
**Supplement.—Twenty-eighth Annual Meeting: 
Papers and Proceedings. The ~ Ee of resentatives; Effect 
of the War on Foreign Trade; Budget Making and the Increased Cost 
of Government; Economic Costs of War; Economic Theorizing and 
Scientific Pro ; The Role of Money in Economic Theory; Price 
Maintenance; Investment of Foreign Capital. Pp. 248, 1.25 
Supplement.—Handbook of the Association, 1916. 15 


Volume VII, 1917 
The American Economic Review, March, June, September, and December; 


each, 1.25 
Supplement.—Twenty-ninth Annual Meeting: 
Papers and Proceedings. The National Point of View in Economics; 
Landed Property; Two Dimensions of Economic Productivity; Some 
Social Surveys in Iowa; The Land Problem and Rural Welfare; The 
Federal Farm Loan Act; Statistics of the Concentration of Wealth; 
Gold Supply at the Close of the War; Loans and Taxes in War Finance; 
Problems of Population after the War; Some Phases of the Minimum 
Wage. Pp. 275. 1.25 
Supplement.—Index to the Publications, 1886-1910. 385 


Volume VIII, 1918 


The American Economic Review, March, June, September, and **December; 


each, 1.25 
Supplement.—Thirtieth Annual Meeting: 


Papers and Proceedings. Economic Reconstruction; Federal Taxes upon 

Income and Excess Profits; Land Utilization and Colonization; Federal 

Valuation of Railroads; Co-ordination of Employment Bureaus; Control 

of the Acquisition of Wealth; Motives in Economic Life; Price-Fixing; 

Problems of Governmental Efficiency ; Economic Alliances and Tariff Ad- 

justments. Pp. 817. 1.25 
Volume IX, 1919 


The American Economic Review, **March, June, September, and December; 


each, 1.25 

**Supplement.—Thirty-first Annual Meeting: 

Papers and Proceedings. Economists in Public Service; Interest on In- 
vestment a Manufacturing Cost Factor; Control of Marketing Methods 
and Costs; War and the Supply of Capital; War and the Rate of In- 
terest; Index of the Cost of Living; Securing the Initiative of the Work- 
man; A Legal Dismissal Wage; After-War Gold Policies; Foreign Ex- 
change; Stabilizing the Dollar; Tenancy of Landed Property; Price- 
Fixing; Economic Theory in an Era of Readjustment; Psychology and 
Economics; The Open Door and Colonial Policy; Reports of Commit- 


tees on Foreign Trade and Purchasing Power of Money. Pp. 868. 1.25 
**Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 50 
Supplement No. 8.—Hand of the Association, 1919. 15 


Volume X, 1920 
The American Economic Review, **March, June, September, and December; 


each, 1.25 
**Supplement.—Thirty-second Annual Meeting: 

Papers and Proceedings. Excess Profits Taxation; Germany’s Repara- 
tion Payments; International Supervision over Foreign Investments; 
Results of a Balanced Industrial System; Employee’s Representation in 
Management of Industry; Prices and reconstruction; Banking Policy and 
Prices; Large-Scale Marketing; Reports of Committees on Foreign 
Trade, Co-ordination in Taxation, Census Advisory Committee. Pp. 278. 1.25 
Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244. 2.50 
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Volume XI, 1921 


The American Economic R v, March, June, September, and December; 
each, $1.25 
Supplement.—Thirty-third Annual Meeting: 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade 


Balance; Problems of the Bituminous Coal Industry; Traditional Eco- 
nomic Theory; Non-Euclidean Economics; Federal Taxation of Profits 


and Income; Teaching of Elementary Economics. Pp. 194. 25 
Supplement No, 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp. 
118. 1.00 
Volume XII, 1922 
The American Economic R vy, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-fourth Annual Meeting: 
Papers and Procee Business Cycles; American Trade Unionism; 
The Railroads; Workmen’s Compensation; Federation in Central 
America; Teaching of Elementary Economics; The Chain Store Grocer; 
Economics and Et! Pp. 194. 1.25 
Supplement No. 2.—Handbook of the Association, 1922. 1.50 


Volume XIII, 1923 


The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-fifth A il Meeting: 
Papers and Proce: [rend of Prices; Trend of Rate of Interest 
and Investment; Outlook for Wages and Employment; Overhead Costs; 
Commercial Rent | Profits; Labor Turnover; Factors in Wage De- 
terminations; In f Farmers; Large-Scale Production and Mer- 
chandising; Marketing Farm Products; Bureaus of Business Research. 
Pp. 293. 1.25 
Volume XIV, 1924 
The American Economic | w, **March, **June, September, and December; 
each, 1.25 
Supplement.—Thirty-sixth A | Meeting: 
Papers and Proc gs. International Trade and Commercial Policy; 
Railroad Consolid ; Economie Theory; Transportation; American 
Foreign Trade; Marketi Pp. 192 1.25 
Supplement No. 2.—Har k of the Association, 1924. 1.50 
Volume XV, 1925 
The American Economic R v, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-seventh Annual Meeting: 
Papers and Proceedings. The Economics of Advertising; Problems of 
Economic Theory; Transportation; Marketing; Giant Power; The Teach- 
ing of Business and Economics; Business Administration; Monetary 
Stabilization; Foreign Service Training; Highway Economics; Psycho- 
logical Problems of Industry. Pp. 165. — 1.25 
**Supplement No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. 
Pp. 22. 1.00 
Volume XVI, 1926 
The American Economic R w, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Eco- 
nomics; Consuming Power of Labor and Business Fluctuations; Eco- 
nomic Problems involved in the Payment of International Debts; Eco- 
nomics and Geography Agriculture in our National Policy; Tariff 


Making; Trade Associations; Theory of Wages; Reducing the Costs of 
Marketing; Topics in Economic History; Railway Problems; Land 
Economics; Federal Reserve Policies. Pp. 853. 
Supplement No. 2.—Hand f the Association, 1926. 
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Volume XVII, 1927 
The American Economic Review, March, June, September, and December; 

25 each, $1.25 

**Supplement.—Thirty-ninth Annual Meeting: 

Papers and Proceedings. Economics of Prohibition; Economic History; 
Use of the Quantitative Method in the Study of Economic Theory; 
Present Day Corporation Problems; American Practices Analagous to 

25 Foreign Controls over Raw Materials; Marketing; Interest Theory and 
Price Movements; Problem of Effective Public Utility Regulation; Im- 

00 migration Restriction—Economic Results and Prospects; Family Bud- 

, gets; Motor Transportation in the United States. Pp. 218. 1.25 

Supplement No. 2.—Report of the Dinner in Honor of Professor John Bates 
Clark. Pp. 18. 50 
1.95 Volume XVIII, 1928 
The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Fortieth Annual Meeting: 
Papers and Proceedings. Land Economics; Marketing; Present Status 

1.25 and Future Prospects of Quantitative Economics; Post-War Fluctua- 

1.50 tions of Commodity Prices; Relationship between Departments of Eco- 
nomics and Collegiate Schools of Business; Economic History; Simpli- 
fication of the Federal Income Tax; Economic Significance of the In- 
creased Efficiency of American Industry; An Approach to the Law of 

1.25 Production and Its Relation to the Welfare of the Wage-Earner; 
Meaning of Valuation; Railroad Valuation with Special Reference to 
the O’Fallon Decision; Interest Rates as Factors in the Business Cycle; 
Shculd the Debt Settlements be Revised; An Examination of the Rea- 


sons for Revision of the Debt Settlements. Pp. 305. 1.25 
Supplement No. 2.—Handbook of the Association, 1928. 2.00 
135 Volume XIX, 1929 
: The American Economic Review, March, June, September, and December; 
each, 1.25 


Supplement.—Forty-first Annual Meeting: 

1.25 Papers and Proceedings. Market Shifts, Price Movements, and Em- 
ployment; Some Observations on Unemployment Insurance; Market- 
ing; Land Economics; Law and Economics; Price Stabilization; London 
and the Trade Cycle; Federal Reserve Policy and Brokers’ Loans; 

1.25 Central Planning of Production in Soviet Russia; International Differ- 

1.50 ences in the Labor Movement; Tariff Making in the United States; 
Economic History; Locality Distribution of Industries; Regulation of 
Electric Light and Power Utilities; An Inductive Study of Publicly 
Owned and Operated vs. Privately Owned but Regulated Public Util- 

1.95 ities; Regulation of the Common Carrier; Commercial Motor Vehicle 

‘ and the Public. Pp. 284. 1.25 


Volume XX, 1930 
The American Economic Review, March, June, September, and December; 


each, 1.25 
1.25 Supplement.—Forty-second Annual Meeting: 
; Papers and Proceedings. Economic History, Public Works Plan and 
100 fl Unemployment; Theory of Economic Dynamics as Related to Indus- 


trial Instability; Chief Economic Probiems of Mexico; Reparations 
Settlement and the International Flow of Capital; Federal Reserve 
Board—Its Problems and Policy; Economic and Social Consequences 

, 1.25 of Mechanization in Agriculture and Industry. Pp. 214. 1.25 


Volume XXI, 1931 
The American Economic Review, March, June, September, and December; 


each, 1.25 
Supplement.—Forty-third Annual Meeting: 
Papers and Proceedings. Decline of Laissez Faire; Smal] Loan Busi- 
ness; Social and Economic Aspects of Chain Stores; Russian Economic 
a Situation; Trustification and Economic Theory; Persistence of the Mer- 


ger Movement; Program of the Federal Farm Board; Social Implications 
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of Restriction of Agricultural Output; Land Economics and Real Estate; 
Institutionalism—What It Is and What It Hopes to Become; An Ap- 
proach to World Economics; International Industrial Relations—Migra- 
tion of Enterprise and Policies Affecting It; World-Wide Depression of 
1930; Present Depression—A Tentative Diagnosis; Power and Propa- 
ganda; Failure of Electric Light and Power Regulation and Some Pro- 
posed Remedies. Pp. 302. 81.25 
Supplement No. 2.—Handbook of the Association, 19381, 2.00 


Volume XXII, 1982 
The American Economic Review, March, June, September, and December; 


Supplement.—Forty-fourth Annual Meeting: 
Papers and Proceedings. Private Enterprise in Economic History ; Shorter 
Working Time and Unemployment; Quantitative Economics; Theory 
of Technological Progress and the Dislocation of Employment; Measure- 
ment of Productivity Changes and the Displacement of Labor; Stabiliza- 
tion of Business and Employment; Principle of Planning and the Institu- 
tion of Laissez Faire; Institutional Economics; Elasticity of Demand as 
a Useful Marketing Concept; Investments of Life Insurance Companies; 
Real Estate in the Business Cycle; Investments and National Policy of 
the United States in Latin America; Recent Changes in the Character 
of Bank Liabilities and the Problem of Bank Reserves; Bank Failures 
in the United States; Transportation by Rail and Otherwise; Our Chang- 
ing Transportation System. Pp. 306. 1.25 


Volume XXIII, 1933 
The American Economic Review, March, June, September, and Decemper; 
each, 1.25 

Supplement.—Forty-fifth Annual Meeting: 
Papers and Proceedings. Rise of Monopoly in the United States; 
Record of Insurance in the Depression; Some Theoretical Aspects of 
Unemployment Reserves; The Economics of Unemployment Relief; 
American Economic Thought; Formation of Capital: Measurement and 
Relation to Economic Instability; Size of Business Unit as a Factor 
in Efficiency of Marketing; Reserve Bank Policy and Economic Plan- 
ning; Federal Reserve Policy in World Monetary Chaos; Tariff Re- 
form: The Case for Bargaining; Speculation in Suburban Lands; Real 
Estate Speculation and the Depression. Pp. 206. 

Supplement No. 2.—Handbook of the Association, 1933. 


Volume XXIV, 1984 


The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Forty-sixth Annual Meeting: 
Papers and Proceedings. The History of Recovery; Public Utilities in 
the Depression; Imperfect Competition; Fundamentals of a National 
Transportation Policy; Correlation of Rail and Highway Transpor- 
tation; Marketing under Recovery Legislation; Economics of the Recov- 
ery Act; Measurement ef Unemployment; Controlled Inflation; Bank- 
ing Act of 1983—An Appraisal; Some Statistics on the Gold Situation; 
The Problem of Tax Delinquency; The Problem of Expanding Govern- 
mental Activities; The Economics of Public Works. Pp. 224, 1.25 


The American Economic Association, founded, among other Lore! amy for “the 


encouragement of economic research” and “the encouragement of perfect freedom of 
economic discussion,” has over three thousand members, including public and profes- 
sional men and most of the leading students of political economy in America. Mem- 
bership dues are five dollars a year. Each member receives all current reports and 
publications of the Association 

Address all orders for publications, applications for membership, and inquiries 
to the 

SECRETARY OF THE AMERICAN ECONOMIC ASSOCIATION 


Northwestern University, Evanston, Illinois 
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